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PRIVATE FINANCING OF NEW SHIP CONSTRUCTION 


THURSDAY, APRIL 8, 1954 


Unrrep States SENATE, 
Surncommirrer No. 4 on WATER TRANSPORTATION OF THE 
CoOMMITTER ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 


The subcommittee met at 2:26 p. m., pursuant to call, in room G-16 
of the Capitol, Senator John Marshall Butler presiding. 

Present: Senators Butler (chairman of the subcommittee), Payne, 
and Magnuson. 

Also present : Bertram O. Wissman, chief clerk; Donald D. Webster, 
subcommittee counsel; Robert L’Heureux, counsel; A. J. Bourbon, 
subcommittee staff member. 

Senator Burter. We will take up S. 1905 and S. 3219, dealing with 
private financing of ship mortgages. 

For all intents and purposes 8. 3219 supersedes and makes academic 
S. 1905. I had the honor of introducing both bills. Therefore, unless 
there is some objection we will not take up S. 1905. 

S. 3219 will be here printed in the record. 

(S. 3219 is as follows:) 

[S. 8219, 83d 


52 1 Cong., 2d sess. ] 


A BILL To amend certain provisions of title XI of the Merchant Marine Act, 1936, as 
amended, to facilitate private financing of new ship construction, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1101 of the Merchant Marine 
Act, 1936, as amended (U. S. C., title 46, sec. 1271), is hereby amended 

(1) By amending subsection (a) to read as follows: 

“(a) The term ‘mortgage’ includes a preferred mortgage as defined in the 
Ship Mortgage Act, 1920, as amended, and a mortgage which will become a 
preferred mortgage when recorded and endorsed as required by the Ship 
Mortgage Act, 1920, as amended ;”’. 

(2) By inserting after subsection (a) a new subsection (b) to read as follows: 

“(b) The term ‘loan’ includes any loan or advance of credit other than a 
mortgage loan;”. 

(3) By redesignating subsection (b) as subsection (ce); and by inserting 
after the words “carrying vessels,” the word “tankers,” 

(4) By redesignating subsection (c) as subsection (d); and by striking out 
the words “approved by the Commission” and in lieu thereof inserting the fol 
lowing: “, except that in the case of a mortgage involving a trust indenture 
and an issue of bonds or notes thereunder, it means the trustee designated in 
such trust indenture and his successors and assigns as trustee, but does not 
include the holders of the bonds or notes issued under such trust indenture ;” 

(5) By redesignating subsection (d) as subsection (e). 

(6) By redesignating subsection (e) as subsection (f); and by inserting 
after the words “mortgage indebtedness” the words “or loan”, and after the word 
“mortgage” the words “or loan agreement.”. 
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} VA I AN ( OF NEW 8 P CONSTRUCTION 
2. Section 1102 of such Act, as amended (U. S. C., title 46, sec. 1272), 
is hereby amended by striking out the word “Commission” wherever it appears 
and in lieu thereof inserting the words “Secre tary of Commerce”; and by striking 
Lie ist three sente e reof 
s Se on 1103 of such Act, as amended (U. 8S. C., title 46, sec. 1273), 
hereby amended 
By a ling subsection (a) to read asf ws 
es ( erce § pe application by the mortgagor, 
S ‘ er p 4) per centum of the principal of, and interest 
‘ tgage offered to him wv h is eligible for insurance as hereinafter 
pre f ! pon such terms as the Secretary of Commerce may prescribe, shall 
I ts te nsul al s 1 INortgage prior to the date of execution 
t t t t ; 
( | ‘ nys hae () + re 7 S q 
The Secretary of Commerce shall, upon application by the borrower, 
einafter pre led 100 per centum of the principal of, and interest on, 
ed to him w h is eligible for insurance as hereinafter provided 
and, upon such terms as the Secretary of Commerce ay prescribe, shall make 
nents to insure any such loan prior to the date of execution or disburse- 
hie r 
(3) B nserting after subsection (b) new subsections (c) and (d) to read 
(c) Each insurance contract 1 le under this section shall run to and be for 
the benefit of the mortgagee, and if the mortgagee is a trustee under a trust 
indenture, for the benefit of the holders of the bonds or notes issued under said 
trust indenture, or, in the case of a loan, shall run to and be for the benefit of 
the lender 
“(d) The faith of the United States is solemnly pledged to the payment of 
the principal amount of and interest on each mortgage and loan insured under 


this title, and in the event the Secretary of Commerce fails to make any such 

payment when due, the Secretary of the Treasury shall pay such unpaid amount, 

which is hereby authorized to be appropriated, out of any money in the Treasury 

not other e appropriated.” 

) By redesignating subsection (¢c) as subsection (e) and amending it to 

HS TOLLOWS 

(e) The aggregate unpaid principal amount of the mortgages and loans 
1 under this section and outstanding at any one time shall not exceed 


rn i? 


$1,000, 000, 000,"" 

Sec. 4 Section 1104 of such Act, as amended (U. S. C., title 46, sec. 1274), is 
ereby amended 

(1) By striking out in subsection (a) after the words “To be eligible for 
insurance under this title a mortgage” the word “shall”. 

(2) By inserting in paragraph (1) of subsection (a) the word “shall” after 
the paragraph number: and by striking out the word “Commission” wherever 
it appears and in lieu thereof inserting the words “Secretary of Commerce”, 

(3) By amending paragraph (2) of subsection (a) to read as follows: 

(2) shall involve an obligation in a principal amount which does not 
exceed 75 per centum of the estimated cost to the mortgagor of the construc- 
tion, reconstruction, or reconditioning (including designing, inspecting, out- 
fitting, and equipping) of a vessel, such estimated cost to be determined by 
the Secretary of Commerce prior to the execution of the mortgage, and such 
determination to be conclusive for the purpose of determining the principal 
amount of the mortgage: Provided, however, That in the case of a special 
purpose vessel or a bulk carrier certified by the Secretary of Defense to be 
required for national defense purposes, except a vessel constructed under 
the provisions of title V of this Act, the obligation may be in an amount which 
does not exceed 8714 per centum of such estimated cost; or, in the case of 
vessels purchased pursuant to the Merchant Ship Sales Act of 1946, as 
amended, for exclusive use on the Great Lakes, involve an obligation in a 
principal amount which does not exceed 75 per centum of the net purchase 
price of such vessels plus 75 per centum of the amounts expended for a'ter- 
ing, modifying, converting, and equipping such vessels in excess of that pur- 
chase price, of 75 per centum of the amount which the Secretary of Com- 
merce estimates will be the value of such vessel so purchased for exclusive 
use on the Great Lakes when the reconstruction or reconditioning is com- 
pleted, whichever is the lesser ;”. 
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(4) By striking out in paragraph (3) of subsection (a) the words “secure 
an obligation having a maturity date satisfactory to the Commission” and in 
lieu thereof inserting the following: “shall secure bonds, notes or other obliga- 
tions having maturity dates satisfactory to the Secretary of Commerce”. 

(5) By inserting in paragraph (4) of subsection (a) the word “shall” after 
the paragraph number; and by striking out the word “Commission” and in lieu 
thereof inserting the words “Secretary of Commerce”. 

(6) By amending paragraphs (5) and (6) of subsection (a) to read as 
follows: 

“(5) shall secure bonds, notes, or other obligations bearing interest 
(exclusive of premium charges for insurance) at an average interest rate 
to the mortgagor not to exceed the estimated prevailing effective yield for 
Government securities which are subject to all Federal income taxes of 





eu ° twenty-year maturity, as determined by the Secretary of Commerce, plus 
{ 1 per centum per annum; 

j “(e) shall provide, in a manner satisfactory to the Secretary of Com- 

merce, for the application of the mortgagor’s periodic payments to amortiza- 

' tion of the principal of the mortgage, exclusive of the amount allocated to 


interest ;”’. 
(7) By inserting in paragraph (7) of subsection (a) the word “shall” after 
the paragraph number. 
(8) By amending paragraph (8) of subsection (a) to read as follows: 
“(8) shall secure a loan made to aid in financing, including reimburse- 
ment of the mortgagor for expenditures previously made for, construction 
(including designing, inspecting, outfitting, and equipping) of vessels under 
title V of this Act, as amended, or the purchase by citizens of the United 
States of vessels for use on the Great Lakes pursuant to the Merchant 
Ship Sales Act of 1946, as amended, or the construction, reconstruction, or 
reconditioning (including designing, inspecting, outfitting, and equipping) 
subsequent to the enactment of this title, of vessels owned by citizens of 
the United States which are designed principally for commercial use (a) 
in the coastwise or intercoastal trade; (b) on the Great Lakes, or on bays, 
sounds, rivers, harbors, or inland lakes of the United States; (3) in foreign 
trade; or (d) in the fishing trade or industry ;”. 
(9) By adding at the end of subsection (a) the following new paragraphs (9) 
and (10) to read as follows: 
*“(9) may, in the case of a passenger vessel having the tonnage, speed, 
passenger accommodations, and other characteristics set forth in title V 
of this Act, as amended, with the approval of the Federal Maritime Board, 
: provide that the sole recourse against the mortgagor of the United States 
as assignee of the mortgage for the payment of the principal of, and interest 
on, the mortgage and the bonds, notes or other obligations secured thereby 
shall be limited to repossession of the vessel and the assignment of insur- 
ance claims and that the obligation of the mortgagor for such principal and 
interest shall be satisfied and discharged by the surrender of the vessel 
and all right, title, and interest therein to the United States; and 
(10) shall contain such other provisions as may be agreed upon between 
the mortgagor and mortgagee, which are not inconsistent with the provisions 
of the preceding paragraphs of this subsection (a) and which are not dis- 
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-§ ’ approved by the Secretary of Commerce.” 
(10) By inserting after subsection (a) a new subsection (b) to read as fol- 
lows: 


“(b) To be eligible for insurance under this title a loan— 

(1) shall be for the purpose of financing, including reimbursement of 
the mortgagor for expenditures previously made for, the construction, re- 
construction or reconditioning (including designing, inspecting, outfitting, 
and equipping) of a vessel which is intended to become subject to a mortgage 
which the Secretary of Commerce has made a commitment to insure: 

“(2) shall be repayable prior to or simultaneously with the execution of 
such mortgage; and 

“(3) shall bear interest (exclusive of premium charges for insurance) at 
an average interest rate to the borrower not to exceed the maximum rate 
nermitted by subsection (a) (5) of this section.”. 

(11) By redesignating subsections (b), (c), and (d) as subsections (c), (d), 
and (e) and amending them to read as follows: 

*(c) No commitment to insure a mortgage or loan shall be made by the Sec- 
retary of Commerce unless he finds, at or prior to the time such commitment is 
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made, that the property or project with respect to which the mortgage or loan 
will be executed will be, in his opinion, economically sound, and ho mortgage or 
loan, unless made pursuant to a prior commitment, shall be accepted for insur- 
ance unless the Secretary of Commerce finds, at or prior to the time the insurance 
becomes effective, that the property or project with respect to which the mortgage 
or loan is executed will be in his opinion economically sound. 

d) The Secretary of Commerce is authorized to fix a premium charge for 
the insurance of mortgages and loans under this title. In the case of any mort- 
guage insured under section 1103 (a), such charge shall not be less than one-half 
of 1 per centum per annum nor more than 1 per centum per annum of the aver- 
age principal amount of the mortgage to be outstanding in the year next succeed- 
ing such premium payment, without taking into account voluntary prepayments 
or delinquent payments of principal. In the case of loans insured under section 
1103 (b), such charge shall not be less than one-quarter of 1 per centum per an- 
num nor more than one-half of 1 per centum per annum of the principal amount 
of the loan outstanding when each premium payment is made, without taking 
into account voluntary prepayments or delinquent payments of principal. Pre- 
mium payments shall be made when the mortgage or loan agreement is made and 
eafter. All such premium charges shall be payable 








on each anniversary date th 
by the mortgagor or the borrower 

( The Secretary of Commerce is authorized to charge and collect such 
amounts as he may deem reasonable for the investigation of applications for in- 
surance, for the appraisal of properties offered for insurance, for the issuance of 
commitments, and for the inspection of such properties during construction, re- 
construction, or reconditioning: Provided, That such charges shall not aggregate 
more than one-half of 1 per centum of the original principal amount of the mort- 
gage or loan to be insured. Unless otherwise agreed, the charges for any such 
services shall be paid by the mortgagor or the borrower.”. 

(12) By adding after subsectio (e) new subsections (f) and (g) to read 
as follows: 

‘(f) All moneys received under the provisions of sections 1101-1109 of this 
title shall be deposited in the fund. 

“(g) The provisions of section 5 of the Securities Act of 1933, as amended, 
shall not apply to any bond, note or other obligation issued under a trust inden- 
ture secured by a mortgage which is insured by the Secretary of Commerce un- 
der the provisions of this title, or any note or other obligation evidencing a loan 
which is insured by the Secretary of Commerce under the provisions of this title, 
and any such security shall be deemed to be exempt from the provisions of the 
Securities Act of 1933, as amended, and of the Trust Indenture Act of 1939 to the 
same extent as though such security were specifically exempted in section 3 (a) 
(2) of said Securities Act, and section 304 of said Trust Indenture Act.”’. 

Sec. 5. Section 1105 of such Act, as amended (U. 8. C., title 46, sec. 1275), is 
hereby amended 

(1) By amending subsections (a), (b), and (c) to read as follows: 

“(a) (1) In the event of the failure of the mortgagor to pay any installment 
of principal or interest under an insured mortgage, or in the event of any other 
act or failure to act by the mortgagor which gives the mortgagee the right to 
foreclose, any such events being hereinafter called defaults, and failure on the 
part of the mortgagor to remove and remedy the default within thirty days, the 
mortgagee shall have the right at or before the expiration of sixty days after 
any default in the payment of principal or interest, and in the case of any 
other default at any time during the continnance of such default, to demand 
payment by the Secretary of Commerce of the unpaid principal amount of said 
mortgage and of the unpaid interest thereon to the date of payment: Provided, 
That an assignment of the mortgage and, if the mortgagee is also the holder 
of the obligations secured by the mortgage, an assignment of such obligations 
be tendered to the Secretary of Commerce at the time such demand is made. 
Within a period of thirty days from the date of such demand, unless the Sec 
retary of Commerce has found that there was no such default or that such 
default was removed and remedied prior to such demand, the Secretary of 
Commerce shall accept the assignment and promptly pay to the mortgagee the 
full unpaid principal amount of the said mortgage and the unpaid interest 
thereon to the date of payment. Upon acceptance of such assignment, the ob 
ligation of the mortgagor to pay premium charges for insurance shall cease. 

‘(2) In the event of the failure of the borrower to pay any installment of 
principal or interest under an insured loan, or in the event of any other act 
or failure to act by the borrower which gives the lender the right to mature 
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the loan, any such events being hereinafter called defaults, and failure on the 
part of the borrower to remove and remedy the default within thirty days, 
the lender shall have the right at or before the expiration of sixty days after 
any default in the payment of principal or interest, and in the cuse of any other 
default at any time during the continuance of such default, to demand pay 
ment by the Secretary of Commerce of the unpaid principal amount of said loan 
and of the unpaid interest thereon to the date of payment, provided an assign 
ment of the loan agreement and all obligations evidencing such loan be tendered 
to the Secretary of Commerce at the time such demand is made. Within a 
period of thirty days from the date of such demand, unless the Secretary of 
Commerce has found that there was no such default or that such default was 
removed and remedied prior to such demand, the Secretary of Commerce shall 
accept the assignment and promptly pay to the lender the full unpaid principal 
amount of the said loan and unpaid interest thereon to the date of payment. 
Upon acceptance of such assignment, the obligation of the borrower to pay 





premium charges for insurance shall cease 

(b) Any amount required to be paid by the Secretary of Commerce pur 
suant to subsection (a) of this section shall be paid in cash to the extent that 
funds are available at the time such payment becomes due, and to the extent 
that such funds are not available, the Secretary of the Treasury shall make 
such payment as provided in subsection (d) of section 1103. 

‘(c) (1) In the event the Secretary of Commerce shall accept the assignment 
of mortgage upon the default of the mortgagor pursuant to subsection (a) (1) 
of this section, he may institute foreclosure proceedings and in connection there- 
with repossess the mortgaged vessel forthwith and, subject to the provisions of 
section 1104 (a) (9), take such other action against the mortgagor that, in his 
discretion, may be required to protect the interests of the United States. Any 
suit may be brought in the name of the United States, and the mortgagee shall 
make available to the United States all records and evidence necessary to pros- 
ecute any such suit. If the Secretary of Commerce shall determine that the in- 
terests of the United States do not require foreclosure of the mortgage, he may 
make such agreement with the mortgagor as in the opinion of the Secretary of 
Commerce will result in remedying the defaults. The Secretary of Commerce 
shall have the right in his discretion to accept a conveyance of title to and pos- 
session of the vessel from the mortgagor, and in the event of a sale under fore 









closure proceedings, may purchase the vessel for an amount not greater than 
the unpaid principal amount of such mortgage and unpaid interest thereon. In 
the event the Secretary of Commerce shall receive through the sale of the vessel 
an amount of cash in excess of any payment made to the mortgagee under sub- 
sction (a) (1) of this section and the expenses of collection of such amount, he 
shall pay such excess to the mortgagor. 

‘(2) In the event the Secretary of Commerce shall accept the assignment of 
a loan agreement upon the default of a borrower pursuant to subsection (a) (2) 
of this section, he shall take such action against the borrower or any other 
g such loan 
thereunder that, in his discretion, may be required to protect the interests of 
the United States. Any suit may be brought in the name of the United States 
and the lender or its assignee shall make available to the United States all ree- 
ords and evidence necessary to prosecute any such suit. The Secretary of Com 
merce shall have the right in his discretion to accept a conveyance of title to 
and possession of the property from the borrower, and may purchase the property 
for an amount not greater than the unpaid principal amount of such loan and 
unpaid interest thereon. In the event the Secretary of Commerce shall receive 
through the sale of the property an amount of cash in excess of any payment 
made to the lender under subsection (a) (2) of this section and the expenses of 
collection of such amount, he shall pay such excess to the borrower or its 


assignee.” 








parties liable under the loan agreement or the obligations evidencin 


(2) By amending subsection (d) by striking out the last sentence thereof 

(3) By amending subsection (e) to read as follows: 

“(e) Any contract or commitment of insurance entered into by the Secretary 
of Commerce under the provisions of this title shall not be revocable because of 
the failure of the mortgagor or borrower to pay premiums or for any other rea 
son and shall be conclusive evidence of the eligibility for insurance of the mort 
gage or loan and of the approval of the principal amount, interest rate and all 
other terms of the mortgage or loan and of the mortgagee or lender: and the 
validity of any contract or commitment of insurance so executed shall be in- 
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contestable in the hands of the mortgagee or lender or its assignee from the date 
of the execution of such contract or commitment, except for fraud or misrep- 
resentation on the part of the mortgagee or lender.”. 

Sec. 6. Section 1108 of such Act, as amended (U. 8. C., title 46, see. 1278), i 
hereby amended by striking out the word “Commission” and inserting in lieu 
thereof the words “Secretary of Commerce”; and by adding at the end of said 
section the following sentence: “The Secretary of Commerce is authorized to 
delegate any authority vested in him under this title to such fiscal agency of the 
United States as he deems appropriate.”. 

Senator Burier. As you know, I introduced this bill for myself 
and Senator Saltonstall on March 30, 1954. Congressman Thor Tol- 
lefson introduced a companion bill the same day. That bill is H. R. 
8637 and I understand that House hearings are scheduled to begin on 
it tomorrow morning. 

I made rather extensive remarks concerning S. 3219 when I intro- 
duced it. For those who are interested, my introductory remarks are 
printed on pages 3804-3806 of the Congressional Record of March 30, 
1954. 

Unfortunately the interested Government agencies and depart- 
ments have not had time to review S. 3219 and prepare statements of 
their official positions. However, I understand that they have been 
in close touch with our staff and have given us the benefit of certain 
thoughts they had on the bill. I hope that they will soon be prepared 
to appear before us and present statements of their official positions. 
We are very happy to see many of them here today. 

The first witness will be Mr. Walter Maloney, president of the 
American Merchant Marine Institute. 

Mr. Maloney, will you please take the stand. Have you a prepared 
statement ¢ 

Mr. Maroney. I have, and copies have been made available to all 
members of the committee. It is very brief, and may I read it, Mr. 
Chairman ? 

Senator Burier. Yes, indeed. 


STATEMENT OF WALTER E. MALONEY, PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Maronry. My name is Walter E. Maloney, I am president of 
the American Merchant Marine Institute, Inc., 11 Broadway, New 
York, N. Y., and 1701 K Street NW., Washington, D.C. The insti- 
tute represents American owners of American-flag oceangoing ships 
totaling more than 9 million deadweight tons, a substantial majority 
of the American merchant marine of all categories. I am directing 
my testimony, Mr. Chairman, solely to S. 3129. 

I am appearing here today to put squarely on the record the support 
of the American Merchant Marine Institute for the private ship- 
financing bill introduced by Senator Butler and Senator Saltonstall. 
We are convinced that this legislation, in principle and in purpose, 
advances not only the national interests of the United States but also 
meets the legitimate and crying need of all of the segments of our 
merchant marine for access to certain financial markets—an access 
which it must have if the national problem of adequate ship construc- 
tion and replacement of obsolete American ships is to be met otherwise 
than it has been in the past by Government financing under title V 
of the Merchant Marine Act of 1936. 
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My function here is not to discuss in detail either the problem of 
financing ship construction or the specific provisions of S. 3219. 
Rather, I am here only to state the policy position of the institute in 
support of the legislation and to introduce representatives of our 
membership, notably Mr. Rudolph Hecht, chairman of the board of 
directors, Mississipp! Shipping Co., one of our member companies, 
and chairman of the Committee of American Steamship Lines, who 
has taken an active role in the development of the bill. 

It might be helpful, however, if, at the outset, I were briefly to de- 
scribe for the committee, in broad terms, some of the major obstacles 
which exist today to private financing of shipbuilding and which, as 
the law now stands, will continue to preclude ship construction of any 
magnitude by all but a very few of the operators of American-flag 
ships. 

In the first place, the public sale of new issues of shipping company 
stock to the public is, as a practical and historical matter, rarely pos- 
sible except under peculiarly favorable circumstances. 

In the second place, ship mortgages are a form of loan which tra- 
ditionally have been unattractive to banks, insurance companies, or 
similar lending institutions, unless well collateralized by some security 
other than the mortgage of the ship itself. Real-estate mortgages, of 
course, represent one of our oldest and best known forms of debt 
financing. But real estate stays in one place, and constitutes a rela- 
tive stable security. The mortgagor of real property is not faced with 
the problems of enforcing his rights in foreign jurisdictions. This 
factor, and the well-known ups-and- downs of the shipping business 
have meant that ship mortgages, unless backed by a pledge of charter 
hire under a long-term charter with a company of unquestioned finan- 
cial standing, or some similar form of additional collateral secur- 
ity, are just too risky a form of loan for institutions charged with the 
prudent and conservative management of their depositors’ or policy- 
holders’ funds. 

It was in recognition of this situation that the Congress enacted 
Public Law 288 last year. This amendment to the Merchant Marine 
Act of 1936 was an attempt to make the Government insurance of ship 
mortgages previously provided by title XI of the act more workable. 
Thus, last year’s amendment extended the coverage of title XI insur- 
ance to mortgages on ships engaged in the foreign trade instead of 
limiting it to domestic and contiguous trades. It also provided for 
prompt payment of the amount of insurance in cash instead of by the 
deferred issuance of illiquid debentures as previously. These were 
me in the right direction. 

Unfortunately, last year’s statute limited the coverage of United 
States Government mortgage insurance to but 90 percent of the unpaid 
principal amount of the mortgage. The bank, insurance company, or 
other lender was required to carry 10 percent of what is definitely not 
an institutional type of loan, for its own account and risk, or rather, 
for the account and risk of its public depositors or policyholders, as 
the case might be. There were several other more technical deficien- 
cies in last year’s statute which later witnesses will discuss in detail. 
What I wish to emphasize here, in my introduction, is the fact we have 
found that the noninsurance of 10 percent of the loan, as a practical 
matter, makes the entire loan or mortgage unacceptable to financial in- 
stitutions except in a few very limited situations. 
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The bill now before this subcommittee—and I am speaking solely 
of S. 3219—meets this problem realistically by providing for com- 
plete mortgage insurance of all the unpaid principal and interest, the 

e Insurance premiums 
which, at least in the light of experience under title XI as it has here- 
tofore stood, should be suflicient except'in times of major financial 


Government’s risk beine covered by mortga 


o g£ 
| { } r 


crisis in the shipping industry. 


As will be pointed out to you today, one other factor in the existing 
law has now, as a practical matter, met with acceptance by the lending 


titutions. Under the present law, the interest rate which may 
be charged must be “substantially less” than the going rate for similar 
uninsured loans. The ambiguity of this provision has been extremely 
burdensome to shipowners who have contemmlated and discussed ship 
nortvagc and to the Admiunistratio1 itself. Che bill before you pre- 
ents one solution to this difliculty by providing for a fixed rate of 


interest determined by the prevailing rate on Government securities. 

| want to state to you frankly, however, that all members of the 
American Merchant Marine Institute do not agree that the interest 
provision in this bill is a satisfactory answer. Conflicting views on 
this point will be pres nted to you. We are in agreement, however, 
in asking that your committee, in considering this issue, realize that 
if the law is to work. there must be a realistic approach to the deter- 
mination of the interest rate. 

I will not attempt to go into other details of the law at this time. 
I assure you that our witnesses will cover them fully. Once again 
I would like to stress that we believe that this bill will go far to 


cure the deficiencies of the existing law, and in providing a new 


way of obtain Oo both private al cl publie finanel 1g will solve one of 
the pressing problems of our industry 

Senator Burrer. Thank you ever so much, Mr. Maloney. 

Senator Magnuson, h ive you any questions / 

Senator Magnuson. I have a lot of questions. I don’t know if I 
should ask Mr Maloney or wait for some of the other witnesses. 

Mr. Maroney. I will be glad to answer anv I can. 

Senator Magnuson. You stated: 

The bill before you presents one solution fer this difficulty by providing 
for a fixed rate of interest determined by the prevailing rate on Government 
securties 


What is the prevailing rate on Government securities ? 
Mr. Maroney. It must, in almost every instance as I understand 
it, be an estimated rate. 
Senator Magnuson. Of course it is estimated. It is not fixed at all. 


Mr. Maroney. The provision of the bill is as follows: 


* * * at an average interest rate to the mortgagor not to exceed the estimated 
prevailing effective yield for Government securities which are subject to all 
Federal income taxes of 20-year maturity, as determined by the Secretary 
of Commerce, plus 1 per centum per annum ; 


Senator Magnuson. That is the service charge, the 1 per cent. 

Mr. Mantonry. No; I would ask you to direct your questions on 
this if you will to the pension and the insurance company witnesses 
who will appear, but I do not understand that that is a service charge 
at all. 
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Senator Magnuson. When you speak of the term fixed rate, you are 
talking about the flexible rate as it appears to be at the time the 
mortgage is made and that could be up 1 year and down the next year. 
We pass a lot of legislation where we set a rate at not more than 5 
percent or not more than 6 percent, but here you fix the rate and it 
doesn’t means fixed to that extent. It is fixed at the time the mortgage 
is made. 

Mr. Maroney. It will be fixed only in terms of the prevailing yield 
of the Gover ment securities. 

Senator Maenuson. Secretary Humphrey may wake up some morn- 
ing and change the rates. 

Senator Payne. I think that determination would be based upon 
what the market figure is at that particular time which will govern 
the pre valling rate. 

Senator Maanuson. But it is fixed at the time the mortgage is made. 

Senator Pay we. The ] per ht Is to bu ld a reserve to cove rthe msur 
able features so that the reserve will be to take «¢ ire of the losse that 
might accrue. 

Senator Burier. Mr. Maloney, apropos of the colloquy between 
my two colleagues here, would it be inadvisable to amend the bill to 
put a ceiling nterest rate 2 


Mr. Matonry. That is the que tion to which I have adverted here, 
: | ae ; : 


that there is considerable d on of thought within the industry 
itself, and there m Ly be some division of tl ought among the finance 
people 

Ther One shad oT th ht l | ust follow y alo y senator 
Mag u S thin no he ( lt Liel ly oht be ' {hi nt mnterest 
! to attract the financial ket tot type of security which might 
ho | le Lil 6 mon h I nb no I Veal rom W Lac th rt S 
one field of t u t within t] 1m ! elf hich thinks that w 
may 1 efter b placing an rtificial cetl ne wh ‘h in time to come will 
prevent thi law {1 mm nee ympl shine vhat {1 | ioned { 9a complish. 


Senator Buiter. And when that day comes they will not ask for 
financing. 

Mr. Matonry. They feel it should be more fluid. 

Senator Maenuson. That was the problem we had with the other 
bill. The Senator from Maryland will remember how we struggled 
trying to get the right kind of language in the bill. 

‘T Loree thi l omewhat iumbicuou to what should he done. 
relating to the interest. 

Mr. Maroney. Yes, sir. I think that the witnesses who are to follow 
from the fir vi al stitutions will be far more able to answer your 
questions in that line than I can. 

Senator Butier. Senator Payne, do you have any questions? 

Senator Payne. No further questions, 

Senator Butirr. Does counsel have any further questior sf 

Mr. Wenster. No questions, Mr. Chairman. 

Senator Butter. Thank you ever so much, Mr. Maloney. 

We will now hear from Mr. Rudolph S. Hecht, chairman of the 
board of Mississippi Shipping Co. and « hairman of the Committee of 
American Steamship Lines. 

Have you a prepared statement ? 

Mr. Hecnt. Yes, I have, Senator. 
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Senator Butter. Would you like to make it a part of the record, or 
would you like to read it? Personally, I would like to have you read 
it so we can have the advantage of hearing it. 


STATEMENT OF RUDOLPH S. HECHT, CHAIRMAN OF THE BOARD, 
MISSISSIPPI SHIPPING CO.; CHAIRMAN, COMMITTEE ON AMERI- 
CAN STEAMSHIP LINES 


Mr. Hecur. My name is Rudolph S. Hecht. I am chairman of 
the board of Mississippi Shipping Co., but I am appearing here pri- 
marily in my capacity as chairman of the Committee of American 
Steamship Lines, an organization of the ship ping lines which have 
contracted to maintain liner operations in accordance with the pro- 
visions of the Merchant Marine Act of 1936. 

I am also privile ed to re prese nt the vie AWS of the on Mer- 
chant Marine Institute which joins with us in endorsing S. 3219, the 
bill presently under consideration and which we jointly and whole- 
heartedly support. 

For many years, the Government has financed 75 percent of the 
shipowner’s share of construction costs in the form of mortgage loans 
repayable over a 20-year term at 314 percent interest. During the 18 
years in which these mortgage loans have been authorized under the 
1936 Merchant Marine Act and the 1946 Ship Sales Act, all such 
loans have been or are being repaid without major default by Ameri- 
can steamship operators, in fact, without any actual default in cash. 

Nevertheless, various officials of the Department of Commerce have 
from time to time within the past year served notice on the industry 
that the Government desired to substitute private financing for the 
Government financing authorized under existing law. 

It is worthy of note that the industry has consistently accepted the 
logic of the Government’s position in this regard provided a prac- 
ticable solution could be developed which would make sufficient pri- 
vate financing available on reasonable terms. 

We sincerely believe that this sort of financing should not be made 
a part of the Government’s annual budget because such mortgage 
loans are not in truth expenditures, but rather self-liquidating, 
interest-bearing loans. Their inclusion in the budget as expenditures 
has given a false and exaggerated impression of the cost of merchant- 
ship construction to our Government. 

In pursuance of its policy on private financing the administration 
sponsored legislation during the first session of this Congress which 
was enacted as Public Law 288, amending title XI of the Merchant 
Marine Act of 1936, as amended. 

During the hearings on this legislation, the industry supported its 
objectives but expressed the opinion that its provisions were inade- 
quate to provide private financing on the scale necessary to meet our 
mounting replacement problems. 

You will recall that among other items Public Law 288 provided 
Government insurance of 90 percent of the 75 percent of the ship- 
owner’s cost. 

Since this measure was enacted, we have continuously and exten- 
sively surveyed the possibility of financing under its provisions and 
we have concluded as a result of our many consultations with banks, 
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insurance companies, and investment houses that neither the subsi- 
dized lines, nor shipowners generally, would find it possible to obtain 
20-year mortgages in the private money markets at reasonable in- 
terest levels. In fact, we have concluded that some shipowners would 
probably not be able to finance at all under this progr: am, 

We have advocated, therefore, that if the Government wishes to re- 
duce or to relieve itself of the necessity for providing ship-mortgage 
loans provision must be made to make alternate private financing 
practicable. Government, we believe, has a stake in and a respon- 
sibility to insure such an alternative because the aging of our mer- 
chant fleet is a national mene and the replacement of it in an 
orderly and progressive pattern is a matter of established national 
policy. 

Our investigations have confirmed that the amendments to the ship 
mortgage insurance provisions, enacted in Public Law 288, are nade 
quate to accomplish the objectives sought by aan eeeen Nene 

Private investment money is not tempted t » purchase long-term 
obligations of steamship companies. This is in part a reflection of 
the uncertain future of our merchant marine aa also because the 
investors realize that future actions of Government play an important 
and unpredictable part in the prospects of American-flag lines. 

While it may be true that a few shipping lines which are in rela- 
tively strong financial positions at the moment may be able to finance 
a portion of their construction requirements under present legisla- 
tion, most companies would not be able to do so. Even the larger and 
stronger companies would find it difficult if not impossible to finance 
under present law when the bulk of their existing fleets become obso- 
lescent and new construction on a greatly magnified scale becomes 
necessary. 

In short, a few might be able to finance privately but to a limited 
degree, but for most companies private financing is presently unat 
tainable. 

Senator Burier. Public Law 288, as you have said, is inadequate, 
and the proof that it is ina lequ: ite is that you have no bids whatsoever 
of any financing on it, to your knowledge ¢ 

Mr. Hecur. There has been no financing done under it and, after 
ill, the proof of the pudding is in the eating. 

Senator Butter. If there was any reluctance on the part of the 
committee to have a guaranty as high as 90 percent, feeling that the 
Government may not be getting the best of the deal, that apprehen 
sion may be laid to one side, because there have been no takers, so to 
speak ? 

Mr. Hecur. There have been absolutely no takers. We have care- 
fully studied the possibilities and I have 1 letter from 1 strong com- 
pany which states specifically that they have talked directly to their 
respective financial connections and found it impossible to finance 
under it. 

Senator Butter. There was some opposition, as a matter of fact 
considerable opposition, to the guaranty of 90 percent and to the inter- 
est rate specified. Even though it is a nebulous thing, there was 
opposition to that. So, you can say for the record that even though it 
may have been the opinion 7 some of our members that the Govern- 
ment was being too liberal, in fact there have been no takers of the 
financing offered. 
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Mr. Hecur. That has been our information, that there has not been 


a single loan mad pos ible unde r that and there have been attempts 


made to finance under it and the attempts were unsuccessful. I will 
be glad to introduce the letter to show that particular fact. 
Senator Buriter. And it certainly is reasonable to assume that if 
vas a good thine. so to speak, you would find takers. 
recut. If it was liberal enough there would be financing under 
1] 


tne act 1 

Mr. H 

t, because people are w to build ships if they can find the financing. 
Senator Burter. Yes. You may proceed, Mr. Hecht. 


Mr. Heconr. The mounting problem of replacement and the amount 


of incing necessary in the years immediately ahead is so large 
hat we believe it essential to adopt S. 3219 so that the financing of 
re co truction can be efl cted W thout (;,overnment credit 
nd without the necessity of incorporating such requirements in the 
Government’s budget 
ddition to the proven inadequacy of the 90 percent insurance 
proy . another serious defect in present law is that the method of 
ecovery too | bey : ) ertain 
rhe detects, tovethel th 5. oO ission of the limited liability 
pro on for enger vessels which was incorporated in the 1936 
: t. 1e} when the long-range bill was ulopted, tend to mini- 
( e eltect f 5 OF ’ I yy mortgage pro is ons, 

1 nn qaer Ce SiGeratio I] lilies he recovery provision 
tha nvestor would know exactly what steps are necessary to 
ovel ley ural p! f the need for it should ever arise 

ilse on which contemplates that the rate of interest 
mat i | | a) percentage of the 
pre rest rate « { nt bond In connection with 
rere por ( il, our attitude has he n well 
i tt t the time he introduced 
I ( | el l ittra the desired financil 
) vant n lu rd l hipo i ind we 
I be tt nat inves g 
\ j ‘ 
\ \ passenger Ves | owners to finanes 
pil requ l ht f on I) rovernment sources, 
)f liability on such vessels in the 1936 act, as amended, 
lt \ ement that if the present bill is enacted into law, it 

1 ble to fi rhe ost future ship construction without 

hment mortgaging a idl | I irther believe that there is 
tt] lihood of the Government ever having to perform under 

{ oual p? ( of this bill. 
Senator Burier. Let me terrupt you there for a moment. If 
er became necessary, the Government still would be getting a 

) tT ( ips } p>! 

Mr. Hecutr. They would be getting a ship at a maximum cost of 
1) pel nt of the reduced cost \s a matter of fact, if it were a $10 
ship on which a 40 percent construction subsidy had been 


«l and it would cost the shipowner $6 million, the shipowner 
would have to put up $1,500,000 and there would be only insured 


94,900,000, and 


, ’ 4 » ] g ‘ * 7 a 
i the Governme! if it had to take over the ship the 
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first vear before the first 5 percent were paid, would be paying 
&4 500,000 for a ship which had been constructed in this country at a 
construction cost of 310 million. 

Senator Magnuson. Plus $4 million. 

Senator Burier. Plus the original subsidy. 

Senator M AGNUSON, Of course, They would not be getting 9 ship 
for $4.5 million, but for $8.5 million. 

Mr. Hecur. That is perfectly true, because the ship construction 
comes out first and I pointed that out because the shipowner would. 
on the 40 percent basis, pay only sO million and the insurance would 


be for $4.5 million. but we are talking about the insurance of that part 
| 


of the sh p will h the owner is liable for and must pay. 
senator Bt rLER. But Lo keep the record straight, the (government 
still getting a hip. It is vetting lit for 81.5 million less than it could 


build it itself in the same year. 


Mr. Uecur. We are taking it for granted that the Government 
authority will see that this financing will be done only for ships that 


are 1 seful and necessary and therefore the Government will not be 
very bad off if it should gveta ship in that wv Ly. 
Senator MAaGNnuwuson. Let us t the record straight. You do not 


e 
mean to say that when a ship is built for $10 million the Government 


om 


puts in $4 million, the mortgage is $4.5 million, but by the time any 
body would get around to foreclosing the mortgage to that ship would 
be still worth $10 million ? 

Mr. Hecur. No. 

Senator M uson. Of course not. 

\ Ee Hecnr. | do hot think it 1s worth S10 million. It eost S10 
million. 

Senator MAGNUSON. They may not be getting a cheap ship it all. 

Mr. Hrcnr. The ship may not be worth $10 million at all. lL ean 
build that ship for $6 million and build it in England and bring it 


Senator MaGnuson And it would be co tine the Government about 


5 million if they had to foreclose. 
fr. Hecnr. That is quite true 
Senator Magnuson. That isn’t necessarily a cheap interest if it is 
{ worth $8.5 mill nn 
Mr. Hr Es Whe we are talking about insural ce, and under thi 
w the $4 million construction goes to the labor and the shipyard, and 
certa nly noship operator get any benefit out of that. . 


Senator Maanvuson. I understand what it goes for. but it costs the 
taxpayel $8.5 milli nm for what they are roing to get. What that 
hip 1 L\ be worth is much less than SS5 million. 

Mr. Hecnr. That is problematical. 

Senator Magnuson. I do not say that is wrong, but let us have 
the houres straight. 

Senator Br rLER. I would lil e to have the fieures straight, too. I 
do not think the United State Government will ever reach the day 
t] if it builds its ships in foreion yards, I think when the Govern 
ment of the United States builds a ship, if it costs $10 million here, 
it will cost a private owner the same amount of money, and when a 
private owner builds a ship and puts up 25 percent of the cost of 
the ship, and the Government would have to take it under this mort 


50419—54 9 








14 





PRIVATE FINANCING OF NEW SHIP CONSTRUCTION 


gage, it is still getting a cheap ship. Certainly it is not getting a cheap 
slip on the world market, but it is getting a cheap ship on the Amer- 
ican market, and the Government of the United States is not going 
to build ships on the foreign market. 

Senator Magnuson. I wasn’t talking about foreign markets. 

[ wanted to get the figures straight. The ship may be a cheap ship on 
a foreign market, but in dollars and cents that is what it means. It may 
be worth while for us todo that. I am not questioning that. 

Senator Burier. I think it is worth while. As a matter of fact, I 
think it isthe policy of the Government to do that 

Senator MaGnuson. The whole theory of our subsidy program, 
which I played some part in, was based upon that. 

Mr. Hecur. Should I proceed, Mr. Chairman 4 

Senator Burier. Yes. 

Mr. Itecur. As a matter of fact, it is my contention that the Govern- 
ment will be far better off under this plan than it has been heretofore, 
because the Government has carried 100 percent of these obligations 
anyway and has never lost a dollar on them. It will now collect an 
insurance premium of 14 percent per annum from the shipowner, 
thereby giving the Government a considerable cushion against a possi- 
ble default. 

In view of the fine experience the Government has had in handling 
vessel mortgages, we suggest that this committee, in its report to the 
Congress, advise that the administrative agencies involved fix the 
Insurance rate at 14 percent per annum, until such time as experience 
may warrant a aoe 

It should be borne in mind that the Government’s interest rate is 
reasonably protected in the event of default by the shipowner. First, 
under the insurance provisions, the 100 percent guaranty applies to not 
more than 75 percent of the cost of the vessel; in some instances it may 
well be less. 

In the event of default, the Government not only has the right to 
take possession of the vessel under the law, but it also retains the claim 
against the entire net worth of the shipowner—except in respect of 
certain passenger vessels meeting specific construction requirements 
and, therefore, subject to the limited lik ibility prov ision. 

In the event of repossession, the national defense position of the Na- 
tion will have been improved through the addition of a modern vessel 
at a cost to the Government of at least 25 percent less than the vessel’s 
depreciated v: alue to the shipowne r. 

Senator Burier. That is precisely the point I was trying to make a 
minute ago. 

Mr. Hecur. It is my considered judgment, therefore, that the pas- 
sage of this bill will be in the interest of the merchant marine and the 
nation. Government will be relieved of the necessity of doing this 
financing directly as heretofore. The shipping companies will have an 
opportunity to get the necessary funds in a competitive market and at 
a reasonable rate. Finally, it will be to the interest of the shipbuilding 
industry, since it will make it possible to replace our aging fleet in an 
orderly fashion over the years. 

In summary, the bill now under consideration by this committee 
proposes the following major changes: 
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Increases the maximum guaranty provisions to 100 percent of 
75 \sadbelea of the eee costs of vessels (compared with 90 
per recent in the present law) ; 

Reduces the maximum allowable rate of interest from 5 percent 
wien pe rmissive authority to 6 percent) to a statutory maximum of 
the going rate for 20-year Government bonds, plus 1 percent ; 

8. Incorporates the so-called limited liability provisions in respect 
of ase nger vesse Is; 

Makes a very substantial number of technical changes, all de 
Aun to perfect the statutory language so as to make it amenable 
to vcuedties lenders; 

5. By reason of the foregoing, broadens access to potential suppliers 
of non-Government capital. 

There is attached to my statement a complete technical explanation 
of the bill, outlining in some detail the nature of the technical changes. 

This, in brief, is my view of the bill and I am, of course, prepared 
to answer any and all questions you gentlemen may care to ask me. 

In closing, I should like to recommend that this committee favor- 
ably report this bill as legislation urgently required to maintain the 
(merican merchant marine by providing for the financing of our 
future ship-replacement program and I would point out that the 
provisions of the bill are not directed to any particular segment but 
would benefit all elements of our merchant shipping. 

Senator Buriter. Have you received from us a number of questions 
that were prepared by the staff ? 

Mr. I[ecur. I did, yesterday afternoon, just as I was boarding my 
plane to come here. 

Senator Butter. Are you in a position by yourself, either alone or 
with your counsel, to give us the answers to these questions ? 

Mr. Hecnr. I would like very much to do so. I have here with me 
three associates. 

Senator Burier. I have checked on this paper that I now hand you, 
certain questions to which I would like answers. 

Senator Magnuson. I wonder if we could ask Mr. Hecht some 
questions before we get off the general subject. 

Senator Burier. Yes, indeed. 

Senator Magnuson. Do you agree with me that the purpose of 
Public Law 288 was to provide an alternative to the present Ship 
Mortgage Act? 

Mr. Hecur. It certainly was intended to be that; yes, sir. 

Senator Magnuson. And in your statement you said that when the 
Government was doing this loaning of money and getting the interest 
back, so far as you know, and I know you are correct in this, and so 
tar as [ know too, there has not been any default. If there are, they 
have been of a very minor nature. 

Mr. Hecur. That is correct. 

Senator Magnuson. Why do you then want to change the old system 
that worked so well ? 

Mr. Hecuv. I am very glad you asked me that question, because I 
want to say emphatically that I do not want to change it at all. I 
would like to have the Government go right on and assure us of 75 
percent of our money at the rate now fixed at the law, at 314 percent, 
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1 is no effort on the part of any interest I repre- 
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Mr. Hecur. And the answer is that it cannot be done under 90 
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Senator Burter. When was it that the administration ceased to ask 
for these appropriations to carry out the purposes and intent of this 
act ¢ 

ae Hecur. So far as I know. it has not ceased at all because there 

snot been any new regulation. 

“AMI we have been told as ship operators is that hereafter we must 
go and do our financing privately because the Government doesn’t 
propose t¢ »)vlve us our Ui ) percent. 

Senator Buruer. That is precise ‘ly the quest! ion I asked you. 

Mr. Hecur. We have bssiain told th: at in negotiations. in discussions 
with the Department of Commerce and with the Maritime Admini- 
stration. 

Senator Burter. Over what period of years? 

Mr. Hecur. Over the last year. 

Senator Burier. Over just this last year ? 

Mr. Hecnr. Yes, sir. So far as I know it did not go back any fur 
her than that. 

Senator Magnuson. Ever since January 20, 1953. 

Senator Payne. May I make this statement, Mr. Chairman? It so 
happens that I come from a State that by tradition over the years of 
history has made quite a contribution to the seafaring activities of our 
country. So far as this particular proposal is concerned, and I am 
just as concerned as I know that Senator Magnuson is and Senator 
Butler in companion with this, that we prosper and give an oppor 
tunity to ont maritime activities a SURECI, but the very basis upon 
which the sh ip business was constituted when it came into being and 
under which it operated for a great many years of our history, was 
based entirely upon private initiative. Am I not correct on that? 

Mr. Hecur. Yes,sir. 

Senator Payne. Until we reach a point whereby the competitive 
factors entered into this picture to such an extent that it then became 
exceedingly difficult for our maritime operations to continue without 
Government subsidy. Now we come down to a proposition, and you 
correct me if [ am wrong on this, we come down to a proposition of 
one or two views. Can we proceed both to a oe the same objec- 
tive to keep the maritime business on a sound, even keel and allow them 
to progress¢ Is it through the medium of providing moneys from 
the Federal Government which, in turn, were taken from the people 
in order to make it possible ; : or is it better to turn back to the private 
initiative system with the Government stepping into the picture and 
setting up legislation of a type that will be an inducement, let us say, 
will be properly worked out so that it will encourage private initiative 
to furnish the funds to the shipbuilding industry and allow the in 
dustry to continue along the same pattern as it has in years previously ? 

If you accomplish the same objective, aren’t you just as well off ? 

Mr. Hercur. I have already stated that if it is possible to give the 
ship operators and shipbuilde rs an opportunity to proceed with their 
business by some private financing, I think there are many advantages 
to that, compared to having the Government do it. 

[ have also said that I can fully understand why the Government 
would prefer to lift it out of one site and put it some place else, and 
nobody loses by that. 

[ want to emphasize that the initiative doesn’t come from the ship 
operators. 
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Answering the balance of your question, please understand that we 
do want, every ship operator that I know of is interested in preserv- 
ing private industry and wants to do everything privately that they 
can, but we are not able in the competitive situation in which we find 
ourselves to get credit for 20 years from anybody when we pay an 
ordinary seaman four times as much as our competitor does and when 
we don't know, except by the grace of our Government and our con- 
tracts with the Government, that we can survive. No investor, whether 
he represents himself or policyholders or depositors wants to take a 
20-year risk unless he is fully protected and knows that the Govern- 
ment isn’t going to do anything in the meantime that is going to 
jeopardize his investment. 

Therefore, it is not just private enterprise. We are at the mercy, 
if you , of the Government, of the Senate and the House and 
what you are going to do over the 20-year period. 

Senator Payne. And you are at the mercy of a lot of other factors 
beyond our shores. 

Mr. Hecur. Exactly, and that is the reason why unless the Govern- 
ment is willing to stand by, and I do not speak for all the ramifica- 
tions, but spe: aking for the segment in which I happen to be interested, 
it is almost inconceivable to me that the Government could ever lose 
anything on an insured ship, mortgaging a subsidied line, because the 
first time we do not put up our 5 percent per year We are out of business 
and therefore the Government is bound to collect the money. 

The Government knows that, but the investor doesn’t, and the 
investor isn’t willing to take a 20-year risk on all these things 
happening. 

The choice is between what Senator Magnuson said, that you in 
the House and Senate have passed a certain bit of legislation which 
at the present time has taken care of us. On the other hand, if there 
are good reasons for changing that, then you must do something that 
gives us the equivalent, and when I si Ly us, I am speaking here not for 
a few big companies. I think my own company can t: ake care of itself 
as well as most of them, but we must do something that will permit 

all of the ship operators to go out and get this money at a reasonable 
rate and without any question. At the. present time they know they 
can get 75 percent from the Government on short costs and they know 
that they can be put in a position where they can get it and the 90 
percent provision will not do it. 

Senator Payne. I am interested in this type of legislation, because 
I think it is a sound approach, but let me say that ‘based upon what 
Senator Magnuson said a few minutes ago, if it can be developed 
along these lines, so that the shipbuilding industry, so that the mari- 
time operators can do adequately that which they could do under the 
other system, I am all for it. If we cannot do it, I think the maritime 
industry of this country is of sufficient importance so that I will come 
back then and say if private initiative cannot do it, the Government 
better do it itself. 

Senator Magnuson. Of course, even if you build cheap—and maybe 
this might be the answer—I don’t know—but my point is let us not 
camouflage a bit what we are doing. We had a system that was work- 
ing fine and the Government had a system in which they were getting 
back their money without a default. 

Mr. Hecut. That is right about the default. 
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Senator Magnuson. Now the administration has said we do not 
want it done that way. We want it done through private financing, but 
the private finance companies want the Government guaranteeing 100 
percent. May be that is what we have to do. I think we ought to 
know what we are doing. The same thing applies to the same policy 
out in my section of the country, where we are trying to deve ‘lop 
our hydroelectric resources, Some of the development could not be 
done or was not attractive to private financing, and that program was 
stopped on the basis that they want to sell revenue bonds and have the 
Government guarantee the revenue bonds. 

Your position is that you were satisfied with the old provisions, 
but somebody wants to change them, and if they are going to change 
them, you want them adequate so that you can do the job. But we 
have the two alternatives. The Government can still do it. Nobody 
is going to give youa loan. You are going to have to take that subway 
to the lower end of Manhattan Isl: and and pay tr ibute to some ‘body. 

Senator Burier. I think the law has the advantage of having the 
ships constructed at the time the industry needs them instead of 
coming up here and waiting for the wt iation to get them. And 
definitely I think there is some advantage in having them built by 
the shipowners instead of by the Civeeatenoen of the United States, 
when by the procedure it increases its national debt. I think it is very 
much to the advantage of the country to turn to private enterprise 
at every possible instance for financing wherever it can be done 
satisfactorily to both parties. 

Senator Maenuson. If it doesn’t cost the people too much. 

Senator Burier. That is right. That is what the bill is aimed at. 

Senator Magnuson. We were getting our money back at 5 with no 
default. 

Mr. Hecnr. Three and one-half percent. 

Senator Magnuson. The average. The bill says not more than 6 
percent. 

Mr. Hecrr. But the present financing provides that we pay 314 
percent to the Maritime Board that puts out that money at 75 percent. 

Senator Payne. And that is tax exempt, isn’t it ? 

Mr. Hecnr. It goes into the Treasury. The peculiar thing that 
happens is that the Government puts into it its budget $150 million 
to loan out on ships. The money goes back. It doesn’t go to liquidate 
that obligation at all. 

Senator Magnuson. It is not shown in the peculiar way we keep 
books. 

Mr. Hecur. It ought to be self-liquidating, and if I was in Mr. 
Humphrey’s place I would be very much in favor of this bill because 
1 do think it is not fundamentally sound to call a loan an expenditure. 
And yet that is what we are doing. 

Senator Macnvson. I think the sugzestion has been made on many 
occasions that we separate in our budget: ary procedures things that 
are loans, like the loans that have been made for hydroelectric devel- 
opment which are pa id back all the time. We keep books. 

Mr. Hecnr. It isn’t kept that way. 

Senator Macnuson. No, it isn’t kept that way. 

Senator Butter. I still think it is a great deterrent to block obsoles- 
cence. When a company orders a ship, it knows best when it needs a 
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new ship, and under this method it can get the ship when it wants, 
but instead of coming up here and taking 3 or 4 years to get an appro- 
priation through ¢ ongress and adding it to the national debt- 

Mr. Hecnr. We are not talking about toaay and the next year, If 
you want to renew this fleet, it will run into $2 billion or $3 billion 
before you get through if you want to keep up your merchant fleet and 
renew it at the increased costs at which it will have to be renewed over 


he next 6orS or 10 vears. 


Senator Magnuson. I think we all realize that. Maybe this is the 
to do it, but Iam only trying to point out what we are doing. 

Mr. Hecnr. You have stated it perfectly clearly. 

el tol \I .Gnuson. And t pre edent ve re establi hing. | 
vouldn’t be surprised 1l wea »th for the merchant marine, that if the 
railroads will come in when they are in trouble and ask us to guarantee 
loans on rolling stock that it might be done for them 

Senator Buriter. You will never see that day. 

Mr. Hecnr. That a vel'y dilferent situation. 1 come hack to 
V e you started. We are perfectly satisfied with what we have got 
today I have the obligati nin my company to build another ship and 


the Government has an obligation to give me my 75 percent when I put 
ip the 2» percent, but the Di partment of Commerce Says “No.” I can 
finance it, but I cannot finance my fleet. 

Senator Magnuson. And the Department of Commerce started to 
say “No” long before Public Law 288 was passed, and despite the fact 
that tl 


iey hada law and a directive down there. 
Mr. Hy aT. Yes, but Pu lie Law Zoo Was passed more or les To 
CUT iat and we are talking about something now that will cure it. 
Senator Magnuson. And we have wot to attempt to change a Govern- 
nent policy to guarantee private financing. That is what is amounts to. 


Mir Hr ar; To take the p! Ce ¢ f the finance ne th it the G vernment 
isalrendy doing. 

Senator Payne. It seems to me I remember of the railroads coming 
to the Government and getting some loan 


for any thing new. Senator Magnu 


Mr. Hux HT’. Weare hot ask he 
son is pointed out 30 Well that we now have access to 75 pereent of the 
cost of om hips, and th it? all we are asking’ for, speaking for my 


seoment of the industry, and there will be some other interests speak 
ng for themselves, but I am speaking for my particular segment, 


which is that we have nothing to oan that we have1 { already fot by 


your doing that, because we are not Foing to be able to borrow any 
money in the foreseeable future at less than 314 percent and paying an 
nsurance premium that comes out of our pocket. 

Senator Magnuson. If this law is passed, then you have both alter- 
natives on the books. 

Mr. Hecur. I do not think the Maritime Administration thinks so, 
but I hope so. 

Senator Magnuson. If you had a new administration, there isn’t 
any reason for them not to YO back to the old system that worked so 
well. Then where are you ¢ 

Mr. Hecur. Weare perfectly all right. 

Senator Magnuson. You are all right either way. 

Mr. Hecnr. Yes, because we are not complaining about what we 
have today, but I am not so sure, and you area much better judge 
than I am, that if you pass this bill then we will then have a right to 
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give us 75 percent.’ 

Senator Magnuson. I think the law is still there. I do not think it 
would have the effect ot repealing the other alternative. 

Mr. Hecenr. It isn’t necessarily really specified in the law. 

Senator Magnuson. It depends then on the policy that is made dow) 


go back to the Maritime Administration and say, “We want you to 


below, whether they send you down to Wall Street or follow out the 
old law that worked so well. Isn’t that correct ? 

Mr. Hecur, That is correct. We do not want to be at the mercy of 
Wall Street. We want to do something that will protect us al cl 


us access not to 1 or 2 avenue of lenders, but we want to create al 


rive 


effective market SO that we, the shipowners, can borrow thi money 
Just as cheaply as the money n arket will permit at the time of the 
borrowing. 

Senator MAGNuSON. And the Government will protect Wall Street 

Mr. Hrecur. Unless you do you will not get Wall Street to give us 
the money. 

Senator Magnuson. And in all fairness, there is some precedent to 
this because the same thing happened in the Federal housing’ loans 
which were guaranteed up to YO percent and we did follow that prece 
dent in Public Law 288. 

Mr. Lr HT. It makes such a tremendous difference in the money 
market whether it is 90 percent or LOO percent, I do not think it makes 
much difference to the Government because I do not think that the 
Government is ever voing to have to dig into its pocket. 

Senator Magnuson. But I am afraid the cost of this ystem will be 
much higher than you anticipate. 

Mr. Hecnr. They are much higher now than I like. 

Senator Magnuson. But I mean the added interest. 

Mr. Hx HT. Oh, no. I do not concede that if this bill passes, and 
T am speaking strictly for my self as my personal opinion, and some of 
my own colleagues do not agree with me, but I believe if this law was 
on the book and if it is passed as a clean bill so that we know what we 
have got, and not a lot of ifs, ands, and maybe’s, that I can finance 
ny ship at ] percent less than the present ZU vear mortgage rate. | 
lave no assurance of that. That isstrictly an opinion. 

Senator Magnuson. I hope that is true. 

Mr. Hecur. If you take the full 1 percent. 

Senator Magnuson. Maybe your collateral is better. 

Mr. Hecur. No, because I am only putting up a ship that costs me 
$1 million and I am borrowing $750,000, and everybody else is voing 
to do the same thing. I may have a little more margin for the Gov 
ernment to fall back on if anything goes wrong and collects from me. 
That is true, but that is what we are paying insurance for, which you 
do not vet now, 

Senator Magnuson. Just one more observation and question. I 
think that it has been said by some people in talking to me about this 
legislation that if we follow the old system and loan the 75 percent 
under the jaw as it now stands, the Government would be paying inter 
est on that, anyway, the amount of money. 

Mr. Hecur. That is true. 

Senator Magnuson. We only pay interest on the so-called deficit. 

Mr. Hecur. As a matter of fact, the Government is not losing any 
interest, no more than it will under this insurance. The only thing 
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is that you are going to accumulate a reserve fund out of that one- 
half percent insurance that you do not now have which would give you 
some protection if you had some default, but it would not be true th: at 
the Government is saving something by that because the Government 
is not paying any interest. The shipping companies pay it out. 

Senator Buruer. If the old law has worked so well, ‘why is it that 
ve bute such a small percentage of modern ships in our merchant 
marine as of today ? 

Mr. Hecur. Well, that is a difficult question to answer because it 
doesn’t have to do with financing alone. The question of construction 
subsidy, the question of the competitive situation, whether we get 
50-50 on our cargo, and a lot of other things enter into it. I would 
ay this, and again I must limit myself to a certain extent to the par- 
ticular segment of the industry that I can speak for without preju- 
png: to those who have a somewhat different situation, but speaking 
to this from the segment that I represent particularly, there wouldn’t 
be one more ship if the Government was loaning 80 percent or a some- 
what higher percent. It is not controlled by that. The only thing 
hat I do say is that if you take away from us the 75 percent and do 
not give us something ths at pe rmits us to borrow at a reason: able rate 
of interest. then it will not be possible to re place the ships we hav a 
now, 

Senator Macnuson. It is not the fault of the law. 

Mr. Hecur. No. The present situation takes care of it all right, 
but there are eood reasons for wanting to change that. Public Law 
Y5S8 tried to change it and all we Say to you is that Public Law 288 
did not do enough. 

Senator Burier. And hasn’t the present situation produced some 
pretty ugly situations in the shipping world ? 

Mr. Hecur. Not the financing situation. There has been no par- 
ticular grief on that so far as I know. 

Senator MacGnt SON. Ship sales. 

Mr. Hecur. There are many complications to the shipping indus- 
try, but we are now talking about financing, and I should say that 
have not been any headaches. This I could testify to. 

Senator Payne. There are economic factors 

Mr. Hecur. Yes, there are many ope rating and economic factors, 
but not financial factors. 

Mr. Wepsrer. Under the old law as it was being administered, 
which we have been discussing this afternoon, if the interest rate was 
equal under this proposed bill to the interest rate you would have paid 
directly to the Government, and bearing in mind the amount of the 
Government supervision and regulation that you would have under 
the old financing situation, which would you as an American tax- 
payer and businessman prefer to operate under ? 

Mr. Hrenr. That is putting me on the spot. But just giving you 
an individual opinion - 

Mr. Wesster. That is what I asked for. 

Mr. Hecur. Iam trying to put myself in the place of others who had 
to deal with this. If I were Mr. Humphrey, as I said, and if I sat 
where he sits, I would want something of that sort done and get my 
budget each year and my total debt of the Government not burdened 
with things that are not debts because it is only a loan. 


there 
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Speaking for myself as an operator, it makes no difference at all if 
you assure me that I can go in the open money market and finance 
myself at approximately the same rate, and bear in mind if we were 
permitted to get money at 1 percent above the 20-year Government 
rate, which would be approxim: itely 314 percent today, we wouid have 
to pay an insurance premium of 14 percent. Thus the money will cost 
me 4 percent instead of 314 percent as we are paying now. I would not 
feel 1 had any complaint particularly if that was necessary. Because 
it is just possible that the interest rate would be down and I might 
be able to get it at a little less, and anyway, if the bill is passed so that 
there is enough leeway I want to say that competition even on the sub- 
way to Wall Street will establish the interest rate if you give it a 
chance. If it is good enough to invite competition, you may say that 
it permitted it to be 1 percent above the 20-year Government rate. It 
may turn out to be one-half percent above it. It will not be fixed; it 
will be fluctuating with the general interest rates, which are always 
reflected in the Government bond market. 

[ want to repeat again, I think with 1 percent above the Government 
20-year rate, we have a leeway. Some very capable people think that is 
not enough margin and that it should be 5 percent. Frankly, I do not 
believe that the Government would lose much by it if you did do that, 
because competition would still take care of it. I know there is a lot 
of difference of opinion about this interest rate and that it would be 
difficult to leave the rate where it is. 

Senator Magnuson. But if the ship costs more because of a higher 
interest rate the Government would then have to pay a higher opera- 
tional subsidy and then also the Government loses the interest they 
are now taking in. 

Mr. Hecur. But in the Public Law 288 you have put a 5 percent 
interest rate. If you are willing to leave that interest rate in here, 
everybody in the shipping business will be perfectly happy and we 
will go out and get the best rate we can under 5 percent. 

Senator Magnuson. But, if this policy is adopted, the Government 
now loses receipts from the Treasury, loses the interest it is getting 
back on its own loans. They get out of the picture, and that is not com- 
ing in. And if the rate is higher you will have a lot higher cost on the 
20-year mortgage, which in turn will require more subsidies under the 
1936 act, so that the Government is going to have to pay more for this 
policy jy. 

Mr. Hecur. Not really. The Government doesn’t assure me that I 
will make a profit. 

Senator Magnuson. I know. 

Mr. Hecur. When I build a ship I have got to establish that I could 
buy that ship in Denmark or in London at, say, 60 percent of what it 
costs, and the Government says we will have to carry the difference 
when the ship is being constructed. 

Senator Magnuson. I understand that. 

Mr. Hecur. The other subsidy I get has nothing to do with the in- 
terest rate but only the difference in the wage scale that he and my 
competitors pay. 

Senator Magnuson. If the ship costs you more to build, you are go- 
ing to have to ask for a little higher subsidy. 

Mr. Hecur. No, I beg to differ with you. 

Senator Magnuson. Your construction subsidy would be higher. 
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Mr. Hr ia. The construction subsidy would be. yes. 

Senator Magnuson. So that it will cost more, and, second, the 
Government will be denuded of the interest they are getting now on 
their ship mortgage. 

Mr. Hecur. The point that you make is perfectly correct so far 
as the interest during the construction is concerned, Senator, but it 
wouldn’t be true over the 20-year life because the construction subsidy 
has no bearing 

Senator Magnuson. I know that. 

Mr. Hrenr. It would only be during construct 

Senator Magnuson. And if it costs more t 
sub av we are going to pay more. 

Mr. Hecur. The construction subsidy wouldn’t be affected by that 
interest rate over the 20-year period, because it has nothing to do with 
the cost of the Ship. If We build a ship at S10 million and it has been 


ron the 20-year loan on the ship at all. 


On. 


1 
han the construction 


determined by whatever method is agreed upon that 40 percent is 
the difference between the costruction cost of that ship, in England or 


{ 


the United States, we get 40 percent. The interest rate that we 
pay over the 20 years doesn’t enter into that. 

Senator Magnuson. I think I can show you where vou have an 

} } 4 fr. 


aadaed cost your mortgage costs more. 


Senator Burier. It would be infinitesimal. 

Senator Macnuson. Ye a said a little. 

Senator Burier. In addition to that, the Government must add 
to that the money Ib may pay on the public debt. 

Senator Magnuson. That is the fraction of what a deficit may be, 
that may be about 10 percent of what they ask for, which is con 
truction; 10 percent of that would probably have to be borrowed 


in ratio to what vou would have to do with the deficit as compared 


to the whole year’s appropriation, and maybe less than that I am 
orry. I did not mean to belabor this. 

Mr. Hecur. That is all right. 

Senator Buriex. I would like to direct your attention to the ques 
tiol I have checked on this paper. 

The first question is numbered 3: 


The 90 percent provision of Public Law 288 was designed to give 
the lender incentive to prope! ly sele ct and service insured loans. Does 
the proposed bill give sufficient similar incentives to the lenders? 
If so, how? If not, what amendments do you propose ¢ 

Mr. Hecrr. Well, our judgment on that is that if you will make 
this a 100 percent instead of 90 percent figure, you will find that there 
W 1] be a considerable number of people who will be interested in 
figuring with me on financing my ship when I want to build it, and 
I will have a competitive opportunity to get the lowest interest rate 
from the lender which I do not have today under the 90 percent pro- 
vision. I would like, if I may at this point, to just introduce a letter 
here that I have from the Grace Lines which has a bearing on it, 
because they say: . 


In consid construct n ¢ ey SSE to re? ice ur present fleet as 
required under our subsidy contract, I have |} discussions with financial insti 
tutions as to the possibility of financing such construction with the use of the 
insurance provisions of Public Law 288 | particularly discussed this subject 


with the National City Bank of New York, Manufacturers Trust Co. of New 
York and the Metropolitan Life Insurance Co, I was uniformly advised that 











PRIVATE FINANCING OF NEW SHIP CONSTRUCTION 25 


there were so many undesirable features in this Law that they were not pre 
pared to consider any financing using the mortgage insurance provisions under 
the 1936 act, as modified by Public Law 288, 

There 
sary to insure financing of the replacement program as will be necessary and 
required over the next 10 years, particularly in view of the fact that the admin 
istration has taken the position that nor further financing will be furnished by 
the Maritime Administration under the provisions of 502 of the Merchant Marine 
Act of 1936 





‘fore, the revision of this section of the 1986 act becomes most neces 


That is a specific case: but I do want to sly we have checked into 
that in many other directions and have rotten ‘xactly the same sort 
f answer. 

Senator Burier. The next question is: 

t+, Throughout the proposed bill the word “shall” seems to have a mandatory 
effect upon the Secretary of Commerce. Should the bill remove from the Secre 
tary of Commerce all right to refuse iv insure loans otherwise eligible under this 
act? Would the words “is authorized to” be an acceptable substitute for the 
word “shall”? 

Mr. Hecur. Speaking only for myself, I should say that this was a 
legislative A iestion which would not affect the possibility of financing 
one way or the other. I have no particularly strong opinion, speaking 
strictly for myself. I have not had an opportunity to consult my col 
leagues on that. 

Senator Burner. Then the next question is the one numbered 

Senator Magnuson. Right there, I think we ought to ask some of 
these maritime lawyers about using the word “shall,” whether that 
would force them to operate under this proposal as against the alter 
native of the Government No. 502. I think it would have some legal 
effect there and maybe we ought to find out. 

Mr. Hecur. I think that is a very important question. We would 
like to know too, whether if this was passed the other method of 
financing was still open if the Maritime Administration cared to. 

Senator Magnuson. I think we have to decide whether the language 
of this bill will supersede 502. 

Mr. Hecur. Yes, and that is why I made the statement that this is 
a legislative statement. 

Senator Burner. The De partment of Commerce and the Maritime 
Board will appear before this subcommittee and give their opinion 
on that. 

Now, the next question is the one numbered 6, and it is: 

6. Is the Government’s risk increased in relation to the risk it could insure 
under Public Law 288? If so, Gund In’t the insurance premium be increased to 
reflect the increased risk? If not, why not? 

Mr. Hecur. Well, of course, technically there is no doubt that the 
Government’s liability would be increased by 10 percent if you go from 
20 percent to 100 percent. So far as the insurance premium Is Col 
cerned, I do not think it dim 1 affect that at all because you have no 
abi nt actuarial experience as to what insurance i: necessary, an id 
we believe that one-half percent on all ordinary risks should be amply 
sufficient. ¢ ot he other hand, we recognize that the Maritime Admin- 
istration of the De partment of Commerce, passing on loans as they 
come before in must necessarily reserve the right to ¢c harge five- 
eighths or three-quarters, or up to 1 percent according to the risk 
that they may be insuring, but we do think that fundamentally there 
should be no difference, and one-half percent would be a reasonable 
rate. 
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Senator Burier. I think the next question is No. 11 on page 2. 

Senator Magnuson. Isn’t he going to answer them all ? 

Senator Burier. I think some of them we are going to hold for some 
other witnesses. 

Mr. Hecur. I will be glad to answer all that I can that is in your 
mind. I will do my best. 

Senator Magnuson. I think that the question under 8 (b) should 
be answered. The question is: 

Should the interest be specified by statute or left to the free market? 


I think you have answered with your opinion on that. 

Mr. Hecur. I have stated that there is a difference of opinion among 
the people in my own industry. My opinion is that taking it by a 
1 percent margin to the Government rate is a good protection. There 
are many who would much prefer to leave it at 5 percent interest rate 
and then negotiate as best they can. 

Senator Magnuson. Question No. 9 

In your opinion, if the proposed bill were enacted would lending institutions be 
willing to finance short-term loans which constitute acceptable risks? 

Mr. Hecur. Under this law they certainly would. I do not think 
there is any doubt about it. I would be willing to be very definite on 
that. 

Senator Magnuson. I suppose the lawyers could answer No. 10: 

Is a ship mortgage loan a “legal” investment for banks, investment companies 


and fiduciaries in New York? Elsewhere? If it is not, what is it about S. 3219 


79 


that makes such loans “legal’ 


[ suppose that would depend on every State’s ? aw. 

Mr. Hecur. I was going to say that I thought perhaps Mr. Hender- 
son could answer that better than I. 

Senator Burier. Mr. Henderson, will you come uv here please and 
give your name and association ? 


STATEMENT OF A. I. HENDERSON, OF CRAVATH, SWAINE & MOORE, 
SPECIAL COUNSEL TO COMMITTEE OF AMERICAN STEAMSHIP 
LINES 


Mr. Henperson. Actually, there is not a legal investment for sav- 
ines banks. It is an investment for commercial banks and also which 
an insurance company can make and to a limited degree a fiduciary, 
too, because in New York we have this “prudent man 35 percent” of 
a trust fund can be invested in it. I think it might be approved by 
the New York State Banking Board but that would be a matter of 
their discretion. 

Senator Maanuson. I think most States are somewhat similar. 

Mr. Henperson. I think that is true. 

Senator Burier. Would it help the industry’s thinking any and 
bring them all behind this bill if you had the estimated prevailing 
effective yield for Government securities plus 1 percent but not 
exceeding 5 percent? Would that help any ? 

Mr. Hecur. Yes, I think that would satisfy a great many people 
who think I am too optimistic. There is some difference of opinion 
as to what the freezing would do. 

Senator Burier. I would like to have your thought on the record, 
because we may have to consider that, Mr. Donovan. 
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STATEMENT OF GERALD DONOVAN, VICE PRESIDENT IN CHARGE 
OF FINANCE, MOORE-McCORMACK LINES, INC. 


Mr. Donovan. I think as you worded it, it would not oe the 
flexibility with respect to the prev: ailing Government rate. If, for 
example, the Government rate went up to 4% percent, then you ae 
not go 1 percent above it. But you would not broaden the flexibility 
of the existing formula. 

Senator Burier. How would you go about doing that if we 
considered it? 

Mr. Donovan. One way is to increase the 1 percent, another is to 
revert to the 5 percent ceiling as the present law, and third is to have 
no ceiling if you believe that the market is made by competitive factors 
and takes care of itself—with all due deference to Senator Magnuson 
and the Wall Street “wolves.” 

Senator Magnuson. I do not have any objection at all to having 
it flexible. If you will pass a bill with the prevailing rate, have it 
flexible. If this bill will pass I want it as good as we can get it. I have 
no objection to having it flexible, nor do I think there should be a 
specific limit. I think - you will find the interest rates are going to go 
higher. That is all right. It should be the prevailing rate. 

Mr. Donovan. The important thing is that it be so flexible that 
the original purpose of this can be realized, namely, that you make it 
possible for the financing to be done as you set out and not throw it 
upon the Government, and the surest way to accomplish that is to put 
no ceiling at all. 

Senator Butier. Let the bill stay as it is? 

Mr. Donovan. Or no ceiling. 

Senator Magnuson. Because often times the ceiling becomes the 
floor in these cases. You might get it much cheaper if it is flexible. 

Mr. Wessver. Mr. Henderson, you are aware of the fact that we 
have not had a great deal of time to study this proposal. I had heard 
that one of the factors which made this method of financing one of 
much broader base was the trustee arrangements which you provide 
for in the proposed bill. Would you care to comment on the effect 
which it is hoped will be had on obtaining a broader base for financing 
through this bill than we had in, let us say, Public Law 288? 

Mr. Henperson. Without ¢ xpressing a financial opinion as to whether 
you will get public investment, the bill has been drafted with the idea 
that you can have a trust indenture in the usual corporate form under 
which there would be a trustee and it would permit the issuing of 
securities which could be sold to the public just as any other security, 
and normally distributed to the public. That of course cannot be 
worked out in the details of the bill. 

Mr. Werster. May I ask if, without revealing any confidences, you 
could advise us as to whether it is contemplated by the investment 
group that that is the way that large portions of these funds would be 
raised ¢ 

Mr. Henperson. I think Mr. Hecht can answer that question. 

Mr. Hecurt. We were very careful not to limit ourselves to either the 
insurance companies or the commercial banks or to the investment 
banking houses, but we had conferences with all of them. 

My own personal answer to that would be that if we pass this law 
as now drawn we will have very satisfactory competition among all 
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three. The banks certainly will grab all the early maturities they 
can get. 

Che insurance companies, maybe not the biggest ones, but insurance 
OmMpanies Over the country will be very mu h interested in some of 
n maturities: and pension fu and other Insurance com- 
| be interested in others. aaa will also be at least an 


the mediu 


? 
i 
| 
I 


panies Wl 
attempt made to make a real market among investors for these securi- 
<0 that we will get the benefit of competition. That Is our purpose. 


W. do not want to be at the merev of anv ol . interest. We want to 


ret the lowe ite th money m rket W 1] command and we believe 
that under this law we c: 

r Burier. Now, the next question is No. 11, which is as follows: 

FS. 3219 limits the amount of the mortgage loan the Govern- 

to 75 percent of the estimated cost to the mortgagor of the 

such estimated cost to be determined by the Secretary of 

prior to the execution of the mortgage and such determination to 


conclusive * * * 


Wouldn’t it be better if a furt her limitation Were inse rted 1 1 Sec- 
tion 4 (3) to provide that in no event should the obligation ina wh 
pal amount exceed 75 percent of the mortgagor's ac tual cost ? 

Mr. Hecnr. It is a rather technical question to which I would 
answer that it is almost meena to know the exact cost of a ship. 
The o1 nly ciffie a involved here is that knowi or from experience that 
when you build ; ship and you have the shipyar ~ maciakiia it and 

y that it will cost $5 million, you will not known for 6 months and 
sometimes a year and sometimes longer what the exact cost is. The 
differences will be small. They will be so small that it wouldn’t be 
worth come g about from the standpoint of this insuran 

Mr. Wesstrer. You mean the difference between estimated cost and 
the pte cost ¢ 

Mr. Hrenr. It wouldn’t be estimated because the Secretary of 
Commerce isn’t going to issue any insurance on this thing until he 
has a contract for the construction of that ship so that he knows 
about what it 1s going to cost, but he still will not be able to know it 
exactly. There may be in that contract a so-called escalator clause 
that by the time the ship is finished makes a difference. But it would 
be h rdly conceivable that the rate would Yo over TD percent, If 
did the first 5 percent Poe at the end of the first year would 
have been paid and it would have been below the 75 percent anyway. 
It is just a tec hnies ul questi ion you have there, not any objection on 
anybody's part, no desire that it should #0 over 7) percent, 

Senator Magnuson. What about ships in the course of construction ? 

Mr. Hecnur. That also enters into it. When the ship is delivered, 
we never know for at least 6 months to a year afterward what the 
final cost is. because there are too many minor details that enter into 
this. Perhaps one of your itnesses ee the ship construction 
industry can talk more intellige ntly thanle 

Mr. Wessrer. I think perhaps I could ch if I read this next 
question. 

Mr. Hecnr. All right. 

Mr. Wesrsrer. The next question is No. 12, and is as follows: 

Principal and interest would be paid by the borrower to the lender and the 
borrower would pay the Government the insurance premium directly. 

(a) Referring then to section 5 (2) of S. 3219, why is it necessary to permit 
the lender to have the right to demand payment of the insurance where the 
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borrower defaults in other than the payment of principal or interest? Said 
another way, is the provision “* * * or in the event of any other act or failure 
to act by the borrower which gives the lender the right to mature the loan * * *” 
necessary? If so, why? 

Mr. Hecnr. The answer to that is largely a matter of practical 
operation. 

For instance, the classification of the ship that must be submitted 
each year is a ve ry import: int thing to the borrower if the shipowner 
did not keep up his ship so as to keep it in class, as it is called. That 
would be a very serious matter for the future safety of the ship, 
but that is really being handled not by the shipowner but the Mari- 
time Administration and the Department of Commerce would have 
more interest in that than we would have. They would see to it that 
it would be protected, but there are serious matters that could be 
done to a ship, other than just to default on its interest, to seriously 
atfect the lenders’ security. 

Senator Burrer. It is like a leaseholder’s interest in a leased prop 
erty. There are a lot of things a leaseholder could do that would hurt 
the sec urity, 

Mr. Wrenr. That isa good example. 

Mr. Wesster. Then the second part ot question No. 12 is as follows: 

(b) Referring to section 5 (2), what is the effect if the Secretary of Commerce 
finds ithin 30 days from the date of the lender’s demand that “there was no 
such default or that such default was removed and remedied prior to such 
demand’? Shouldn't his determination in this matter be final and conclusive 
on the parties, in the absence of fraud or mistake so gross as to constitute fraud? 

Mr. Hecenr. I should Say that that matter would be entirely in the 
udement of the Secretary of Commerce, and if he found that there 
was no default, then that would be the end of it. There would be no 
right on the part of the lender to call for his money. The Secret: iy 
of Commerce must be the judge of that, and it is so intended. 

Mr. Werstrer. Then the next question checked is No. 13, which is as 
follows: 

If the borrower fails to pay Government insurance premium, is that a default? 
What happens? 

Mr. Heenr. I think Mr. Henderson could answer that. 

Mr. Henperson. I think you can draw your papers either way. 
This will have to be negotiated in the insurance contract and the ship 
mortgage. You can make it a default or a direct obligation to the 
Government, but it wouldn’t necessarily provide a default under the 
mortgage. 

You have to remember the only protection that the lender has is 
to mature the mortgage and turn it over to the Government. Now, if 
that. is a default, he then immediately has to mature it, and the result 
is that the Government will get the mortgage. However, the Govern- 
ment might want to excuse that default. I can draw the papers up 
either way. 

Mr. Hecurt. That is entirely up to the Government how they would 
want to handle it. They can certainly make the default if it isn’t 
paid should they wish to do it. 

Mr. Wesster. And the statute now drawn doesn’t bind it either 
way ? 

Mr. Hecur. That is right. 


50419—54— 3 
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Mr. Wesester. Then question No. 15 is as follows: 

Would it be advisable to authorize the Secretary of Commerce to insure up to 
100 percent rather than to require 100 percent coverage in all cases? 

Mr. Hecnur. I have a very emphatic opinion on that. It would com- 
pletely kill any chance of success of this bill if you put anything like 
that in there, and I think it would make the administration of it com- 
pletely impossible. There are enough difficulties in dealing with these 
problems without having to show favoritism. It isn’t favoritism but 
judgment as one against the other. I think it would be completely 
impractical. 

Mr. Wernster. I think the last question was No. 17, and I might say 
that these questions are really the product of queries which the Gov- 
ernment agencies which were interested in this brought to the atten- 
tion of the staff in conference with the staff. They feel, and I am sure 
they are correct, that with the benefit of the full and frank and com- 
plete answers on the part of the witnesses they will be able to get their 
reports done more promptly and more completely than otherwise they 
would be able to. 

Mr. Hecur. Certainly my colleagues and I think this is a very con- 
structive way of going at it because it does give us an opportunity to 
express our position and we are certainly re: ady to answer any and all 
questions that come up. 

Mr. Wessrer. I think this is one that all parties who made up the 
questions thought was extremely important. That was question 17, 
which is: s 

Section 3 (1) of S. 3219 provides for Government insurance of 100 percent of 
the principal of and interest on a mortgage eligible for insurance. Why is it 
necessary to give a blanket 100-percent guarantee of the interest as well as the 
principal ? 

Mr. Hecrrr. If you want to insure the lender of money and his semi- 
annual interest is due on July 1 and they should default on June 25, 
why should you not owe him t has been earned by him just as well 
in interest as in capital? It isa part of the same debt. Interest and 
principal are not separable when it comes to the lender of money. You 
are not talking about an important item, because it would be a matter 
of a few months at the most that would be involved here. 

From the standpoint of the Government it means almost nothing. 
From the standpoint of the lender and the prospective investor in this 
class of security, it woul | mean a great deal and it would be a great 
mistake to separate the interest from the principal. 

Senator Burter. Do you have any further questions, Senator 
Magnuson ? 

Senator Magnuson. I have one question. Ii this program is going 
to be as good as you think it is going to be in the way of the Govern- 
ment’s interest in it, so that the Government won't have to foreclose 
any of these ships and will not lose any money, as we did under the old 
one, and I know there are some other features in this bill, what is the 
real great advantage if these loans are going to be so good, between 
90 and 100 percent ¢ 

Mr. Hecur. Just the attitude of the investor, and it is that 10 per- 
cent that makes it marketable or not marketable. 

The 20-year obligation of a shipping company is not attractive to 
the investor because he knows that the shipping industry is not only 
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a matter of feast or famine, but it is at the mercy of the Government 
and he has no way of knowing what will happen in the 20 years. 

Senator Magnuson. In your opinion that 10-percent margin is the 
difference bet ween the desirability of this? 

Mr. Hecnutr. Making it feasible or not. 

Senator Magnuson. If they are going to be paid—— 

Mr. Hecnr. Yes, but you may ‘know that but the investor doesn’t 
know that. 

Senator Magnuson. Iam trying to get your opinion. 

Mr. Hecur. You are siting where you can more or less control it. 
I mean what I said, that I do not think the Government should ever 
lose anything on this. It will require, however, some good admin- 
istration on the part of the Government not to insure just everything 
that comes along. The Government is the final arbiter of seeing what 
is insurable. I make the statement that if it is handled the way it has 
been handled on the basis of the subsidized lines, I do not see how the 
Government can lose anything and I think it should be administered 
so it will not lose anything. 

Senator Magnuson. So then raising from 90 to 100 percent is really 
the important thing on getting them in. 

Mr. Hecur. It is the difference between making it possible or not. 

Senator Magnuson. Would you be agreeable to an amendment I 
intend to propose that nothing in this act shall be construed to repeal 
any part of section 502 ¢ 

Mr. Hecir. Speaking for myself, emphatically I would have no 
objection. IT would be pleased if you did. 

Senator Burier. I think for the purposes of the record, and cer- 
tainly as a horseback opinion because I never thought this was in- 
tended to repeal section 502, in the absence of an expressed repeal I 
wouldn’t think it would. 

Mr. Hecur. Please accept it as my personal opinion because I want 
my colleagues to have the opportunity to differ with me if they so 
desire. 

Mr. Henperson. It is not intended to repeal it. 

Senator Burier. I wouldn't think it would be intended to. 

Thank you ever so much, Mr. Hecht, and your statl, for your advice 
and your courtesy in appearing before us, ‘You have been most he ‘Ip- 
ful to the committee, 

Mr. Hrenr. And thank you, Mr. Chairman, 

Senator Burter. We will now hear from Mr. C. R. Walton, assist 
ant general counsel of Mystic Steamship Division of Eastern Gas & 
Fuel Associates of Boston, Mass. 


STATEMENT OF C. R. WALTON, ASSISTANT GENERAL COUNSEL OF 
MYSTIC STEAMSHIP DIVISION OF EASTERN GAS & FUEL ASSO- 
CIATES OF BOSTON, MASS. 


Mr. Warron. My name is C. R. Walton, assistant general counsel 
of Mystic Steamship Division of Eastern Gas & Fuel Associates of 
Boston, Mass. Mystic Steamship is a member oe the American Mer 
chant Marine Institute, Inc. and is an operater of bulk dry-cargo 
ships. Prior to the Merchant Ship Sales ae of 1946 the bulk dry 
cargo fleet. consisted of a number of very old vessels, some designed for 
the trade, but many were converted general cargo vessels. 
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Since 1946 the bulk dry-cargo fleet has been almost entirely replaced 
with war-built vessels. The menace of block obsolescence faces the 
bulk dry cargo fleet. as a most serious problem. 

We strongly urge any assistance which the United States can give 
to encourage the construction of new vessels for the bulk trade. We 
should not suffer again through another war as we did through World 
War II with overage vessels, whose necessary repair expense cast an 
undue burden on the industry and those served by it. 

In view of the fact that some years may elapse before the bulk dry 
cargo trade mia decide to construct vessels, I am opposed to any 
rigidity In interest rates, and in particular lo not believe that interest 
rates to be paid by private industry should be geared for all time to 
the rates payable by the United States. I therefore recommend that 
the interest rate limitations contained in the existing act be continued. 

I would like to add to that statement a suggestion which I got from 
Senator Magnuson’s statement, and that is that I strongly believe that 
where you have a maximum which is too low, it does tend to drive up 
the minimum, and if I were attempting to borrow money at 314 
percent | could vet it more easily if you had a limit ot » percent 
than if you had a limit of 3.6 percent. My experience would be that 
lenders would say that the rate is 3.6 percent and leave me very little 
room to bargain. 

Senator Magnuson. In reading the act what do you define bulk 
‘arriers to be, as defined under this act 4 

Mr. Wavron. The industry has generally used the term of bulk 
carriers to apply to those vessels which do not have a cargo handling 
eear, which are loaded from the shore and are discharged from the 
hore. 

Senator Magnuson. I think that is what the author intended. 

Mr. Warron. I am not sure that the act defines it adequately. 

Senator Magnuson. What about ore carriers / 

Mr. Warton. Ore carriers would certainly be called bulk carriers. 

Senator Burier. Senator Payne, do you have any questions ¢ 

Senator Payne. No questions. 

Senator Burter. Would you like to make some brief statement, Mr. 
Maloney ¢ 

Mr. Matonry. We had arranged for a third witness from the tanker 
companies, a withess from New York to give the tanker company point 
of view. Mr, Charles Kerr could not be here today because of illness 
and I wonder if it would be possible to have a statement submitted 
at this point. 

Senator Burier. It will be received and will be made a part of 
the record, and if he would like to come personally later, we will 
hold the record open. 

Mr. Maroney. Thank you very much. 

Senator Burier. I would Jike to thank you, Mr. Walton, for your 
presentation this afternoon. 

We will now hear from Mr. Walter H. Saunders, vice president of 
the Metropolitan Life Insurance Co. I am very happy to see you 
before our subcommittee again, Mr. Saunders. 
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STATEMENT OF WALTER H. SAUNDERS, VICE PRESIDENT, 
METROPOLITAN LIFE INSURANCE CO. 


Mr. Saunpers. It is not my purpose to urge the adoption of any 
particular laws, but merely to express my own views, formed as an 
investment officer of a lending institution, as to some practical con- 
siderations which I believe should be taken into account if existing 
laws relating to ship mortgage insurance ure to be amended. 

Title XI of the Merchant Marine Act of 1936 was utilized so little 
that it served no useful purpose. The amendments effected by Public 
Law 288, far from resulting in improvement, made the ship mort- 
gage insurance law almost completely unworkable. There has been 
no use of the law as amended, and I believe that it is generally con- 
ceded that there is never apt to be any. 

The original law permitted 100 percent insurance of the mortgage. 
The amendment limited insurance to 90 percent of the mortgage bal- 
ance. If the borrowing shipowner has a good independent credit 
standing financing without insurance, or with limited insurance, 
should be possible. Conversely, if such credit standing does not exist, 
90 percent insurance, Which in this situation is equivalent to a commit- 
ment on the part of the lender to take a 10 percent loss on prince ipal in 
ase of default, is not apt to have any investment attraction. If the 
enaeltihiey of financing is to be assured to smaller, to independent, and 
to less established shipowne rs, it would be desirable to permit insur 
ance up to 100 percent. Upon analogy to V-loans, the premiums might 
be on a sliding scale according to the percentage of the loan insured. 

Whether or not a limitation on the interest return to the lender is 
advisable may be questionable. Assuming, however, that such a limi 
tation should be imposed, then it ought to meet two basic tests. First, 
it should be clear and readily susceptible of application. Second, it 
should be sufficiently flexible to allow for the fact that market yields 
change, that competitive attraction of investment outlets is a con 
stantly varying factor, and that even with Federal insurance, credit of 
the primary borrower is still to be taken into account. The existing 
law meets neither of these tests 

The present liability of the mortgagee for payment of premiums 
should not be continued. Either interest on the loan should be net of 
the } yremium char ge to be borne by the mortgagor, or allowance for the 
pre ia charge should be included in the interest, and payable by the 
mortgagee only out of interest when, as, and if received. In either 
case, as a matter of fairness, and in the latter case as an arithmetical 
necessity, the amount upon which premiums are computed cannot be 
greater than the amount which draws interest. The existing law is 
defective in this respect. 

It is very doubtful that mortgagees will be willing to assume the 
burdens and responsibilities of being applicants for insurance. The 
mortgagor, as the primary party in interest and the one in possession 
of the fundamental information in which the Department of Com- 
merce would be most interested, should make the application. 

There are a number of rather technical points arising under the 
present laws which are objectionable from a lender’s standpoint and 
which can be covered by one general observation. No lender is likely 
to advance 75 percent of cost of a ship without assurance of repayment 
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from sources other than the ship itself. Seventy-five percent is a high 
loan ratio for any kind of property. Where hull values, which are 
extremely volatile, are involved 75 percent Is unobtainable. Where, in 
addition, 75 percent exceeds, as it would if based upon American con- 
struction costs, 100 percent of value in the world market, it becomes 


} 
complete ly INP ssible. It fol ows that the lei der ona 7) percent loan 
must rely almost entirely on the insurance. If the loan is to be made 
ata relat ively low rates ch as is rrent for almost riskless investment, 
the right to resort to the insurar e quickly, easily and with complete 
assurance of payment must be given. Diminution of risk must be com- 
mensurate with diminution of rate. Lenders will presumably insist 
upon being certain that the effectiveness of the insurance ts not condi- 
tioned upon collateral matters not within their control, such as, for 


exan ple, veccuraey of cost and \ ilue esti ate, final determinations of 


t. questions of title. complia if the mortgagor with statutes or 
regulations, in applving for the insurance or otherwise, validity of the 
} rt re. and the like 


Senator Butter. Thank vou, Mr. Saunders. 
Do» vou have any questions, Se} 
Senator Magnuson. No questions. 

Senator Burier. Senator Payne? 
Senator Parner. The only thing I want to ask Mr. Saunders is this: 

Do vou feel in your capacity with the Metropolitan Life Insurance 

tl if if the ehaa ves that | ave been suggested here vere incorpo- 


rated in the law that vour concern, for instance, would be in the mar- 


a 


ket to provide financing fort t s] pping companies / 


Mr. Sacnpers. The statement I made was addressed primarily to 
the law as it stands. It was prepared at a time when I did not have 
hefore me S. 3219. A good many of the points undesirable under the 
law as it stands today are covered by that bill. I would perhaps dif- 
fer from some previous witnesses on the question of interest. 
I think it brings up a matter of policy which your committee should 
determine. If we start talkn gona specific basis today, and I can 
so turn to your question No. 2 (b) on this list as to how we figure 
terest today. Well, it isn’t a 20-year maturity at this time, but it 
in 18-year maturity which was selling on a 2.49 percent basis on 
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March 31 and I personally came up with a figure of 2.53 which may 
be off one or two base points. That gives us a 3.50 yield today. I 
think that is just about what the borderline of attractiveness would be. 

Senator Macnrvson,. 3.50 percent ? 

Mr. Sacnpers. Yes,sir. It is pretty much touch and go. 

Senator Burrier. Did I understand from prior testimony that this 
was tax-exempt interest or is this taxable i terest 

Mr. Sacnpers. It is taxable interest. I cannot see any great ad- 
vantage in hay ing the nterest limited by this formula. ft 

I can assure you gentlemen that there is little in this world that is 
more competitive than investment funds. If there are good loans on 
the market, there will be competition for them. 

Senator Magnuson. Hasn't that been the argument about the in- 
effectiveness, part of the ineffectiveness of Public Law 288, that there 
were many other loans that were more attractive ? 

Mr. Sacnpers. I think Public Law 288 was unworkable for many 


reasons, 
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Senator Magnuson. That was one of the reasons ? 

Mr. Saunpers. Yes, that was one of the reasons. 

Senator Payne. But this in 8. 3219 would make it more workable. 

Mr. Saunpers. I think 8. 3219 is a good job. I do not think it is 
quite perfect. 

Senator Payne. What would you suggest in this thing now in the 
interest of the shipping industry? What would you suggest that 
might be possible to develop in a way that would make it of interest 
to the lending agencies so that they would be in a position to provide 
funds for the shipping industry ? 

Mr. Saunpers. Well, I think the limitation on the interest should 
be reexpressed. The differential between 1 percent where the 20- 
year Government is not apt to be enough over the long run to be at- 
tractive at all times. At a given moment it might be, and 6 months 
later it might not be. 

Senator Buriter. Why do you say that when this is really a guar- 
anteed obligation on the part of the United States Government ? 
Why wouldn’t you relate it closer to any other Government obligation ? 

Mr. Saunpers. I think there are a number of reasons for that. If 
you relate it to other Government obligations, let us say Government 
bonds which are free ly marketable and you pay them at any time and 
without trouble and you pick up the telephone and say “I want $20 
million Government bonds,” you can get them. 

Senator Burter. But you get 1 percent less yield. 

Mr. Saunpers. That is right. 

Senator Burier. Which is a big item. 

Mr. Saunpers. Yes, i and if you want to buy a FHA insurance 
mortgage you can get percent on it and you go to some time and 
troub le, and on this you ain go to some time and trouble too. Maybe 

50 is the right figure. Sometimes it will be and sometimes it will not 
he ther igh t figure, 

I would like to add one thing, and I am not competing with my bank- 
ing friends in Wall Street. 

You have here a limited amount, a limit based on 1 percent over the 
Government 20-year rate as applied to construction loans and if ap- 
plied to long-term financing and if it is right in one case it is certainly 
wrong in the other. 

Mr. Wessrrer. Would you elaborate on that? 

Mr. Saunpers. Your short-term rate and the long-term rate are not 
the same, and you control them by the same formula—to attempt to 

- control them by the same formula is a considerable reflection on the 
formula. 

Senator Burter. You mean for the period of construction ? 

Mr. Saunpers. Yes, sir. 

Mr. Wessrer. Could you give us from Metropolitan’s experience, 
if they have had experience in such loans, what your administration 
expense is on comparable risks, and I am thinking of 1 percent over 
the yield on 20-year maturities as provided for in this bill? Do you 
find that it costs you more than 1 percent to take care of your adminis- 
trative expense which you would incur in this type of loan ¢ 

Mr. Saunpers. No, indeed, it does not cost you anywhere close to 
that, but it is not at attractive as the other investments which take no 
administrative expense. 
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Senator Magnuson. What if you made a loan at this prevailing rate 
and somebody raises the rates on governments / 

Mr. Saunpers. As I understand it, it would not have any effect on 
the one you made. 

Senator Magnuson. But, then, it would be attracted to a higher rate 
of governments? 

Mr. Saunpers. Yes, sir. 

Senator Burter. Have you any further questions, Senator Payne? 

Senator Payne. No further questions. 

Senator Burier. Thank you ever so much, Mr. Saunders. It was 
very nice of you to come down and give us the benefit of your experi- 
ence and advice. 

We will now hear from Mr. Geottrey V. Azoy, vice president of the 
Chemical Bank & Trust Co. of New York, N. Y. 


STATEMENT OF GEOFFREY V. AZOY, VICE PRESIDENT, CHEMICAL 
BANK & TRUST CO., NEW YORK, N.Y. 


Mr. Azoy. I am Geoffrey V. Azoy, vice president of the Chemical 
Bank & Trust Co. of New York City. Among my other duties, T am 
the officer in general charge of our American-flag shipping activities. 

2. Mr. William G. Laemmel, who is also a vice president of our 
bank in our bond and investment department, and I are appearing 
at this hearing for the following reasons—and I want to assure you that 
the chief reason we have come down is not as a representative of Wall 
Street to try and exact tribute from the merchant-marine industry. 
We have come dow n because: 

(a) In addition to the important position the Chemical Bank oe- 
cupies in the field of merchant shipping, as a responsible and patriotic 
American business organization we also have a keen interest In any 
legislative measures designed to promote the American merchant 
marine from the standpoints of national defense and of its general 
economic well-being in the field of international and domestie trade. 

(>) We have as customers many American flag-steamship oper- 
ators (including both subsidized and nonsubsidized companies) and 
we are naturally vitally interested in having their financing plans 
for future new construction arranged on the most economical and 
efficient basis. 

(c) As a substantial taxpayer, the Chemical Bank is anxious to 
reduce so far as possible all unnecessary advances of Government 
funds in the form of long- or short-term loans to privately owned 
steamship operators which, under proper safeguards, can be handled 
through regular private banking or investment channels. 

By) aD attempt to effectuate this shift from Government to private 
financing was made during the last session of Congress in the form 
of certain amendments to title XI of the Merchant Marine Act of 
1936, approved August 15, 1953 (Public Law 288). However, in view 
of the highly eyelical nature of the shipping business in general and 
the somewhat unstable financial history of the American merchant 
marine in particular, running as far back as the days of the Collins 
Line more than 100 years ago, most sources of privately owned or 
controlled investment capital interested in the financing of new ship 
construction have felt that this legislation of last summer did not fully 
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accomp lish its intended purpose. The reasons for this view, 1n which 
1 concur, have been previously discussed in considerable detail and 
need not again be enumerated at this time. 

[ do not propose to waste your time by enumerating further at this 
time. 

Such objections are, however, deemed to be valiad under the circum 
stances and, so far as I am aware, little if any financing of new ship 
construction has been accomplished under the existing law. 

The proposed legislation how being considered is designed to 
cure the disabilities of the 1953 amendments and to provide a new type 
of financing vehicle which will find ready acceptance in private in 
vestment and banking circles at lowest possible cost to the shipping 
companies. 

There are few businesses as highly pemmienary as the commercial 
or investment banking business, an ‘ somebody has a good product 
to sell in the market it is going to be sold at the lowest price con 
sistent with the law of supply and ye and, which is the way the 
price on clothes or shoes or anything else is determined. If you have 
got a good product you can sell it at a lower price and no amount of 
trying to sell a secondary product at a high price will sell it. The 
investment houses such as Mr. Saunders’ and the endowment funds 
and the trusteeships are hard-boiled individuals, and they are will- 
Ing to pay good prices for a good sec urity. 

Senator Magnuson, That is all the more reason that the provisions 
of this bill should be flexible to allow for that. 

Mr. Azoy. Lagree with you on that 100 percent. 

It is also understood to be the goal of the sponsors of this legislation 
to create an investment instrument in certain respects similar to 
loans and morte@aves issued unde rr the FH. \ and PH A acts, SO that 
all bona fide American-flag shipping companies may be able to ar- 
range their financing requirements on substantially similar terms re- 
gardless of size or within reasonable limits of individual credit 
standing. 

In other words, you are to a certain extent interposing the very 
high credit of the Government as a sort of a leveling factor be hind 
the individual credits of the respective companies. 

5. Froma pracl ical standpoint, the field of ship construction finane- 
ing should be divided into two main segments as follows 

First. Temporary loans to be made during the period of actual 
construction and before regular preferred ship mortgages can apply, 
with maturities of perhaps 18 to 50 months, whatever the actual 
period of the construction may be. Normally, such loans would be 
handled through the commercial banks. 

Second. Final long-term preferred ship-mortgage financing, to 
run for periods up to 20 years, which loans would come into being 
with the final ane yletion and documentation of the vessel. Such 
long-term mortgage financing would in general be placed with such 
investors as insurance companies, savings banks, endowments and 
pension funds, private investors, etc., and the proceeds would be used 
to pay off the temporary construction loans. 

As my associate, Mr. Laemmel, will discuss the details and impli- 
cations of such long-term financing at considerable length, I am lim- 
iting my remarks entirely to the field of spent term construction 
loans, which is the field with which I am familiar, sir. 
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Within this framework, it is my belief (which opinion I believe 
is shared by other commercial bankers) that the proposed legislation 
will in general constitute an important contribution to the realistic 
and economical financing of future construction for the American 
merchant marine, and I urge its adoption. 

7. There are, however, two possible amendments to the proposed 
legislation as now drawn which I should like to suggest for the con- 
sideration of this committee, all with the purpose ‘of increasing the 
public acceptance of the proposed loans and mortgage from an 
investment standpoint. 

(a) Proper safeguards should be inserted in the bill against the 
possibility of the 100-percent insurance being in any way diluted or 
vitiated through the application of any offsets representing real or 
alleged claims the Government may hold against the mortgagor for 
any reason whatever—including possible disputes as to amounts al- 
ready paid or payable on account of both operating and construction- 
differential subsidies. 

(6) Careful consideration should also be given to amending the 
appropriate sections of the proposed bill so that no ceiling will be 
imposed on the maximum interest rates allowed on insured loans and 
advances, or—as an alternative—that the Secretary of Commerce be 
given authority to increase the 1-percent margin above the going rate 
on 20-year Government bonds whenever, in his opinion, the current 
state of the investment market justifies this action; and the second 
matter is the desirability or feasibility of making the interest rates. 
At the present time we would be glad in our institution to make short- 
term construction loans. We cannot be sure that those conditions, 
economic or money, may continue so that in “X” years in the future 
that would necessarily be true. If you would put a limit, a ceiling on 
it, so that there would be no possibility of anybody running away with 
this thing you might get a little better response or at least avoid the 
possibility of having to come back and write the law again. 

It is my considered opinion that, over the long term, ‘such an amend- 
ment will prove beneficial to the desired purpose of the proposed legis- 
lation, but as this matter falls more properly within the scope of Mr. 
Laemmel’s remarks, I am leaving further discussion of this particular 
point to him. 

Senator Burier. Thank you ever so much, Mr. Azoy. 

I think that the statement which you made about proper safeguards 
being inserted in the bill against the possibility of the 100- percent 
insurance being in any way ‘diluted is taken care of in the bill itself 
when the insurance of the loan shall be 75 percent of the cost to the 
owner. The bill now says “estimated,” and I think when that is once 
set and the indenture has been drawn it is pretty hard to see how the 
Government can have any offsets against that. 

Mr. Azoy. I would think so, too. 

Senator Maenuson. I do not see how they can have any offsets. The 
money they loan is guaranted 100 percent. 

Mr. Azoy. I hope you are right. 

Senator Butter. You have in addition to that the certification of 
the Secretary of Commerce. 

Senator Magnuson. This is about as safe as you can make it. 

Mr. Azoy. The reason I put that in was because I have discussed this 
bill with a good many customers of ours in the investment-insurance 
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field when I understood that I was coming down here and I asked 
how would you feel about the loans? W ould you be interested in buy- 
ing them within the 1-percent frame of reference, and they said, “Yes, 
I guess so, but I am a little cautious because of the awful fight they 
have had over the price of the United States and the /ndependence 
and the Constitution, and I do not want to have anything to do with 
the Government guaranteeing the maritime security until that is 
stopped. Because I don’t want to buy 100,000 of these bonds for my 
pension or endowment fund and then have somebody throw the monkey 
wrench into it by saying there was some skulduggery on the original 
price of the ships.” 

Senator Burier. After this certification has been made by the Sec- 
retary, I think that becomes a pretty firm figure. 

Senator Magntson. Do you agree with me that this is a complete 
departure in the field of private financing for the Government to guar- 
antee any private-financing company this 100 percent ? 

Mr. Azoy. I understand that the 

Senator Magnuson. I am not saying it may not be necessary in this 
particular case, but it isa departure, is it not ¢ 

Mr. Azoy. Is it a departure? I understand that under certain con 
ditions, and I am talking about short-term loans, and I cannot answer 
on the long-term loans. On the short-term loans the FHA projects 
are handled the same way. There is a short-term construction loan to 
finance the construction of the building and the guaranty on that is 
100 percent. 

Senator Magnuson. And what is it on the long-term loan ¢ 

Mr. Azoy. Ninety percent of it; and, of course, the rate on short- 
term is4to 4% percent. 

Senator Buriter. Thank you ever so much, Mr. Azoy. 

We will now hear from Mr. William G. Laemmel, vice president of 
the Chemical Bank & Trust Co., of New York, N. Y. 


STATEMENT OF WILLIAM G. LAEMMEL, VICE PRESIDENT, 
CHEMICAL BANK &. TRUST CO., NEW YORK, N. Y. 


Mr. Larmmet. Iam William G. Laemmel, a vice president of Chem- 
ical Bank & Trust Co., of New York City. Of recent date it has been 
iny privilege to meet with members of the finance committee of the 
Committee of American Steamship Lines to discuss proposed amend- 
ments to the Merchant Marine Act, 1936, as amended, to facilitate 
private financing of ship construction, reconstruction, and rehabil- 
itation. 

These amendments are contained in companion bills which have 
been introduced and are identified as Senate No. 3219 and H. R. 8637. 

It is my personal opinion, and that of my associates, that if this bill 
is passed in its present form, shipowners will be able to secure private 
financing under stable market conditions, of most of the ship con- 
struction and rehabilitation which has heretofore been directly 
financed by the United States Government. 

This, of course, will be accomplished by having the financing, both 
interim short-term construction loans and long-term serial mortgage 
loans, insured by the Secretary of Commerce, for which the ship- 
owners will pay insurance premiums to the Secretary of Commerce. 
With such insurance by the Federal Government, the shipowners 
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should be able to obtain private financing at favorable interest rates 
in the open market. Without it, most of them are unable to obtain 
private financing In the open market. 

The foregoing assumes, of course, that the Secretary of Commerce 
will exercise all the permissive powers in the bill, so that the interim 
hort-term construction loans and the permanent long-term mortgage 
loans will be set up ina form and with terms which will be attractive 
to private capital. 

However, I have two suggestions which I believe will improve this 
hy) 1] 

suggestion No. 1 deals with the maximum allowable interest rate. 
1 understand why such a limit is made a part of the bill. [also believe 
hat. under the table market conditions eXisting today, finaneimne 
hould proceed smoothly within this limit, although the rate would be 


very close to the maximum authorized by the bill. At least this would 


certainly be so during the introductory period of the financing. 
la ne, OT course, That the rates ppl able to the interim short 
term construction loans at to the permanent long-term morteage 


loans would be established separately, t ie Maximuin interest rate for 
each) being based on the prevailing elfective vield for 20-year Govern 


ment bonds 


at the time the respective financing commitment is made. 

Ilowever, I particularly eall the attention of the committee to the 
fact that market conditions and money rates are not stable and that 
the difference in yields between one type of security and another of 
the same quality varies widely and is often inexplicable. For example, 
less than a vear ago direct United States Government bonds of 20 year 
maturity sold off so that the vield increased Dy one-half of 1 percenbt, 
At the same time oblieat ions of the highest quality, other than direct 
United States Government bonds sold off so (hat the yield increased 
more than 1 percent. 

In order to insure a smooth flow of financing under all market con- 
ditions, I suggest it might be wise to liberalize this limit. A fixed 
statutory limit will never induce financing, but it may very well pre- 
vent financing at rates which would be perfectly reasonable under 
market conditions at the time. 

After all, the rate at which financing can be done will always be 
determined by market conditions, and it is ea Vv to foresee how, after 
the period of seasoning of this security when the high quality of the 
investment has been established, the rate to be borne \ the issues will 
be dictated by the investor, as will the margin of profit to the under- 
writer and distributor. This has been the case in the past with many 
other forms of Government-aided instruments of credit. In time, for 
these sured shipping bonds under certain commercial market econdi- 
tions, it may develop an interest rate sufficiently low to make the 1 per- 
cent limit appear a generous one. 

It is my considered view that the limit could be safely eliminated 
but if it is still desired to retain some limit, a simple way to liberalize 
the provision would be to add the following clause at the end of the 
paragraph 
provided that the Secretary of Commerce may authorize a higher rate if he finds 
such higher rate is reasonable in the light of then existing market conditions. 

Parenthetically it is my understanding that any such authorized 
increase in interest rates would be borne entirely by the borrower at 
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ho expense whatsoever to the Government, and I might say except in 
the event of a default where there may he some very smi ill, inconse 
quenti al difference in amount in cost to the Government. 

Suggestion No. 2 is to include in this bill an amendment to section 
5136 of the Revised Statutes. This section limits the amount of obli 
gations of any obligor a bank nay pure hase to 10 percent of capiti al 
and surplus. I suggest amending section 5156 to exempt securities 
insured by the Secretary of Commerce under title XI of the Merchant 
Marine Act of 1936, as amended. 

Senator Magnuson. What revised statute is that / 

Mr. Laremmen. Of the banking code. 

Senator Magnuson. Is that 19354 

Mr. LaemMen. It was originally 1933 and rewritten in 1935, 

Such an amendment would likewise free the banks to deal in these 
bonds as freely as they are already permitted to deal in United States 
Government obligations and other obligations guaranteed or merely 
sponsored by the Federal Government. It should be apparent that 
such exemption for these bonds would unquestionably increase their 
marketability. It worked out this way for those already exempted 
when they were originally brought to the market and there should be 
no reason Why the same measure of benefit should not accrue to the 
issues of these new bonds. 

The anticipated large volume dictates the need for encouraging the 
most favorable and the broadest possible investment market which in 
turn should result in the lowest poss ble interest cost for the bonds. 
Conversely, failure to give the bonds such exemption might be inter- 
pre tedlas I; ibeling them as less desir: ib le oblig: ations, 

Looking at this program from a broad point of view it Is my con- 
sidered opinion that banks may well be the largest single class of 
investor in these new bonds and to assure their being a major factor 
their participation in the program from the very beginning must be 
encouraged. 

In summary, my first suggestion for improving this bill dealt with 
interest rates, an operational phase of the program and which I feel 
should be given mature consideration. The other snggestion, for an 
amendment to the Banking Act, would unque sstion: ibly contribute di- 
rectly to the success of the finane Ing by cre ating the most attractive 
aimosphe re for an article here being designed for broad retail distri- 
bution, and by having it pares ipated in by the entire investment fra- 
ter nity consisting of banks, both as iny vestors and distributors, and the 
many investinent dealers. 

Merchandisers would refer to this as “attractive packaging.” Why, 
therefore. should not these new securities, reflecting as they do the 
unconditional credit of the Federal Government, have the benefit of 
the most attractive wrapping available. Accordingly, I urge the em- 
bodiment in this piece of legislation of an amendment to the banking 
statutes. 

I greatly appreciate the opportunity afforded me to present my 
views. 

Senator Magnuson. Why do you refer to these as bonds? Is it a 
technical term ? 

Mr. LaremMe.. I have more or less concentrated on bonds, insured- 
mortgage bonds. 
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Senator Magnuson. Insured-mortgage bonds? 

Mr. LarmMe.. Yes, sir. It is my impression that there will be is- 
sues determined and sold for distribution in small and large amounts, 
$1,000 pieces will be created to obtain the broadest possible distribu- 
tron. Br ad distribution and broad secondary market has always con- 
tributed to low-interest rates. 

Senator Magnuson. Do you anticipate the Government to market 
them ? 

Mr. LarmMet. No. 

Senator Magnuson. Who would, the banks? 

Mr. Larmmen. The shipowners. 

Senator Magnuson. The shipowners would market them ¢ 

Mr. LarmMen. Yes, sir. 

Senator Magnuson. Don’t you think the package will be very at- 
active with that 100 percent ? 

Mr. LarmMen. Senator Magnuson, yes, it will be attractive, but 
securities, particularly bonds of a new nature, are like infants. ‘They 
should learn to crawl before they walk, and we fellows who try to 
make them walk generally are handicapped. When the child is about 
t years old we finally get it to walk. That has been the case of cer- 
tain things in the past of Government-sponsored securities. It has 
been over years of st udy. 

Senator Magnuson. But you dosay that if this procedure is adopted 
that you would suggest that we have an amendment to the Banking 
Act? 

Mr. Larmnen. Yes, sir, definitely. I think it is complementary. 
It may be challenged by some, however. 

Senator Burier. That is an excellent suggestion. 

Mr. Larmme.. I am sure if it is challenged it will perhaps be a 
selfish motive. 

Senator Burter. We have with us here a member of the Committee 
on Banking and Currency and he hus made so bold as to say that he 
will try to get this amendment through that committee. 

Senator Payne. I will try. 

Mr. Larmmen. We are very sympathetic. 

Senator Buriter. Your other question as to the discretion of the 
Secretary of Commerce in upping the rate is something else to which 
we have got to give thought. Ordinarily the Congress would have a 
little difficulty with that sort of provision. 

Mr. Larmmet. Coupons on bonds to be attractive must be in mul- 
tiples of eighths. When we interpolate going Federal rates for 20 
years, when there is no such security, we have to interpolate between 
the shorter and the longer, and we cannot apply to a bond issue any- 
thing but an interest rate, not an interest cost, for the bond issue to 
bear. 

Senator Macnuson. Do you think this is any departure from pres- 
ent policy or procedures for the Government to guarantee 100 
percent? 

Mr. LarmmMe.. No. 

Senator Magnuson. Do you know of any other case where it has 
been ? 

Mr. Larmmet. There have been cases of direct tender. 
Senator Maenuson. I am speaking of 100 percent. 
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Mr. Larmne.. Not on private securities, no. 

Senator Magnuson. So it would be a departure, in your opinion ? 
Mr. LarmMMeE.L. Yes, sir. 

Senator Macnuson. The FHA long terms are 90 percent, are they 
not ¢ 

Mr. Larmmen. FHA are 90 percent under certain titles. However, 
that is a different type of security, and very often, as I understand it, 
and I don’t know because I have never made a loan or bought a 
mortgage, very often it is discretionary as to what the future value 
of that particular house or group of houses will be. 

If they happen to estimate it at 120 percent as the actual cost, per- 
haps 90 percent of 120 percent is in excess of 100 percent, so there 
are administrative details that have to be considered in every case. 

Now, the 90 percent in a title of tne National Housing Act, refer- 
ring to FHA mortgages, I think limits the 90 percent to the cost of 
the improvement and in that value excludes the price of the land and 
certainly excludes the builders’ profit. 

I haven’t made a mortgage. I haven’t followed it and I don’t know 
exactly what the 90 percent mortgage means. 

Senator Magnuson. Do you consider this private finance proposal 
in the bill private or Government financing ? 

Mr. Larmne.. Private financing definitely. 

Senator Magnuson. With Government guaranties ? 

Mr. LarmMen. Yes, sir. You offer the security. The market, all 
segments of it, I believe, will compete for it. 

As I have already said, the investor will name the interest rate on 
these loans. I think it is a very attractive security and will be salable. 

Senator Butter. It will be like any other security and in the open 
market, will find its level. 

Mr. LarmMen. Yes, sir. i 

Senator Magnuson. Maybe my idea of private financing is a little 
different than this proposal. This is going to be done by private people 
with a Government guaranty of 100 percent, plus interest. That is 
a departure, isn’t it, from the broad term as we know private financing ? 

Mr, Laren. Yes. This is insurance, other than FHA, which is 
not planned along the lines of this financing. Mortgages are odd-lot 
amounts. Bond issues generally come in $1,000 pieces, a trustee hold- 
ing the full mortgage. 

Senator Magnuson. But this isa new type of financing. 

Mr. Larmnen. That is right, new in every respect. 

Senator Magnuson. New in every respect ? 

Mr. LaremMe.. That is right. 

Senator Maenuson. I am not saying that this should not be done, 
but this is new financing. We will make a new departure in the field 
of Government participation in private financing. 

Mr. Laemnen. Exactly. 

Senator Magnuson. And it may set a precedent. 

Mr. Larm™ev. Well, it is necessary in this particular case. 

Senator Magnuson. And then we will have, and I had to say this, 
then we might be on the road to what we call socialism. 

Mr. Larmnen. I think you have to distinguish between a subsi- 
dized industry and one not subsidized. You are perhaps alluding to 
the railroads. 
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Senator Payne. I say the longer the Government stays in the busi- 
ness of doing that which private enterprise can do, it 1s on the road 
to what my good friend the Senator speaks of. We are here in a field 
in which we say if the Government can create a climate whereby it is 
healthy for private enterprise to finance industry as such and because 
of the very nature of the business, which does present some problems 
because of the economic factors involved and of the situation that con- 
fronts the shipping industry, if we can give that encouragement which 
will make possible for that financing to be done through private initi- 
ative, we are taking a long step in the right direction of keeping 
private enterprise and business in this country and keeping away 
from socialism. 

Senator Burier. To go socialistic we have to have a background 
of 100 percent Government participation and then we go into private 
participation guaranteed by the Government. I think we are not 
rong im the w rong direction. This has alway Ss been a LOO percent vel- 
Lure business 

Mr. Larwarer. T can assure you just because it is subsidized is no 
reason to believe that there isn’t room for executive ability, and I 
know there 1s a lot of hard work applied. 

Senator Buriter. I think it is much better to subsidize than to have 
it 100 percent Government in the first place, and if all industry needs 
to meet that pattern, I think we are all reht. ; 

Senator Magnuson. I think I can finance anything if I ean 
guarantee the investor 100 percent on his investment. 

Senator Buriter. But you do not have the history for it as you do 
in this case. 

Mr. Larm™e.. I do not want to say anything detrimental to this 
ecurity, but I can foresee meeting certain pension funds who would 
not buy it for the simple reason that it is so well secured that they 
lose thetr investment 1f there isa default. 

Senator Magnuson. Why would they lose their investment ? 

Mr. Laermer. The Government takes the ship. The mortgage is 
assigned to them. 

Senator M AGNUSON, They lose the possession ot it. They do not 
lose money. 

Mr. LArMMEL. They do not lose money, but they lose income. That 
s why they bought it. It spoils their plans for their beneficiaries. 

Senator Magnuson. What about the S64 question? Will you loan 
money to builda ship if this bill is passed ¢ 

Mr. LarmMe.. Jeff Azoy will, lam sure. 

Senator Burier. Thank you ever so much, Mr. Laemmel. 

We will recess for 5 minutes at this time to answer a call on the 
floor. 

(Whereupon, at 4:56 p.m., the subcommittee recessed for 6 minutes. ) 

Senator Buriter. The subcommittee will come to order again. 

Our next witness is Mr. Walter Wriston, assistant vice president of 
the National City Bank of New York. 

Mr. Wrisron. This statement was prepared before I had an oppor- 
tunity to see S. 3219 and it was therefore addressed to the existing law. 
Senator Burier. All right; proceed, Mr. Wriston. . 
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STATEMENT OF WALTER B. WRISTON, ASSISTANT VICE PRESIDENT, 
THE NATIONAL CITY BANK OF NEW YORK 


Mr. Wrisron. In response to your request we are glad to comment 
on some of the provisions of the Federal Ship Mortgage Insurance 
Law, which we side rstand was designed to aid American-flag oper 
ators, both large and small, in obtaining private financing for new 
United States-flag vessels. The statute provides for Government in 
surance of 90 percent of ship mortgages, but insurance in this amount 
would not, in our opinion, assure the availability of credit to all quali- 
fied shipowners. Some operators might be able to borrow without 
any Government insurance at all, while certain por the might encounter 
difficulty in raising any funds without having 100 percent of their 
loan insured by the Government. According], . if the law is intended 
to help the small owner as well as the large, it is our opinion that in 
some cases 100 percent insurance by the Government would be needed 
fo attract mortgage money. 

This statute states that the interest rate on insured mortgages 
should be “substantially less than the going interest rates generally 
charged for uninsured ship construction loans or ship mortgages of 
similar character and in the same area.” As a practical matter, we 
foresee difficulty in attempting to operate under such a provision 
in that the word “substantially” is subject to various interpretations. 
Additionally, it would be difficult, if not impossible, to establish any 

“going interest rates generally ch: irged for uninsured ship-construc 
tion loans or ship mortgages. * ' Private financing of this 
nature and the interest rate it might command would vary directly 
with each individual case; in some cases private financing could 
probably not be obtained at all at any interest rate. The interest rate 
on a Government-insured ship mortgage would, in the last analysis, 
be determined by the money market at a given time, and such obliga- 
tions would have to compete for funds with other bonds. In these 
circumstances, it might be necessary to free the interest rate, subject 
to some statutory ceiling, in order to assure financing. 

The statute provides that insurance could be granted “upon appli 
cation by the mortgagee. * Tt does not seem reasonable that the mort 
gagee should take the responsibility ol app ylication, but rather this 
burden should rest on the mortgagor. This is particularly important 
in the case of a trustee mortgagee for a bond issue secured by a ship 
mortgage, since, pursuant to current banking pre actice, a trustee is 
never required or intended to take an active part in the management 
of the trust estate prior to an event of default. This same reasoning 
es apply to the payment of insurance premiums which should 
be paid by the mortgagor rather than by the mortagee as presently 
provided. 

The statute restricts the amount of the insured mortgage to 75 
percent of the cost of the vessel after deducting construction differ 
ential subsidy and cost of national defense features. A provision of 
this nature presents very real problems unless the lender is abso- 
lutely protected in relying upon official estimates since the insurance 
might be invalidated if the final determination of the cost of the 
vessel were less than that computed at the time the insurance was 
granted. 
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The statute provides that insurance will be paid only when there 
is default in the payment of principal or interest. In order to protect 
the Government, it is our thought that this provision be widened to 
include the usual default provisions contained in ship mortgages; for 
example, that the vessel be kept in class and that it be adequately 
covered by marine insurance. On the latter point, if the ship sank, 
the lender would be paid off through marine insurance proceeds and 
the defaulted loan would not become a charge upon the Government. 

It is our understanding that the position the Government has taken 
in certain cases challenges the mortgage protection of the lending 
institutions. Any law designed to attract money from private lenders 
for American-flag ship mortgages to be effective should provide that 
the granting of such insurance constitutes conclusive evidence of the 
eligibility of the mortgage. 

Senator Burter. Thank you ever so much, Mr. Wriston. 

Do you have any questions, Mr. Webster / 

Mr. Wensver. No questions, 

Senator Buriter. We will next hear from Mr. L. R. Sanford, presi- 
dent of the Shipbuilders Council of America. Do you have a state- 
ment, Mr. Sanford ? 


STATEMENT OF L. R. SANFORD, PRESIDENT, SHIPBUILDERS COUNCIL 
OF AMERICA 


Mr. Sanrorp. For this particular reason I would like to make a 
stotement. Ordinarily the shipbuilding industry would not undertake 
to have a representative come down and present a statement to a con- 
gressional committee on a matter which pertained purely to finances 
applicable to ship operators. We would think that would be a little 
hit out of our field, if I may say so. 

But I should like to try to explain through this statement why we 
feel at this particular time that we do have an interest in this measure. 

Senator Buriter. Fine. We would be very happy to have you, sir. 

Mr. Sanrorp. My name is L. R. Sanford. I am president of the 
Shipbuilders Council of America, a trade association of the shipbuild- 
ing, ship repairing, and allied industries. 

I am appearing before this committee today on behalf of the mem- 
bership of the council, to support the general objectives of S. 3219 and 
H. R. 8594, now under consideration. 

It is my purpose to confide my testimony to the general objectives of 
this proposed legislation, leaving to the representatives of the ship- 
operating industry or of financial institutions any discussion of finan- 
cial details that may be embodied in the proposed legislation, which 
details such representatives are qualified to discuss. 

The Shipbuilders Council, on behalf of the industry which it repre- 
sents, is greatly interested at any time in any proposed legislation 
which may ultimately result in or promote new ship construction. It 
is particularly interesting at this time in view of the present condition 
of the industry resulting from the fact that no order has been placed 
ina shipyt ird in this country for the construction of a merchant ship 
for offshore trade since November 1952, a period of 16 months. 

After the World War II shipbuilding program, during which the 
industry established new records for the volume of shipbuilding pro- 
duced, there was the inevitable recession in shipbuilding activity, due 
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to the fact there were an abundance of relatively new war-built cargo 
ships and tankers available for sale at bargain prices under the Ship 
Sales Act. There was no inducement whatever for either a private 
owner or the Government to undertake to construct a new ship at sub 
stantial cost while that condition previ ailed. 

As a result, shipbuilding activity a off to practically nothing 
and many yards (not emergency war-built yards, but established, pet 
manent yards) had great difficulty in surviving, even on a eae 
basis. Some of the older yards did not survive. The most tragic 
feature of that situation was the forced dispersal of skilled craftsmen 
and technicians. 

Fortunately for the shipbuilding industry, a postwar worldwide 
demand for tanker tonnage eventually resulted in substantial orders 
for tankers in American yards, both for domestic and foreign account. 
Later, as a result of the Korean episode, at the request of Admir: = 
Cochrane, Congress authorized the so-called mariner program of : 
high-speed military prototypes, of which contracts for 35 seule 
were awarded. 

These two programs, one private and the other governmental, en- 
abled the participating shipyards to maintain a substantial workload 
with fairly reasonable continuity during the past several vears. The 
earlier part of this workload was seriously affected and substantially 
deferred by the prolonged steel strike and the restricted allocation of 
critical materials for commercial production by the National Produc- 
tion Authority. 

Another factor which tended toward further delay was the very 
substantial time required to again build up adequate working forces 
of skilled craftsmen. During : a period in which working forces are 
in the process of building up, neither the economy, the efliciency, nor 
the expedition of operation obtainable under a continuous program 
is possible. 

The workload in the various shipyards is now rapidly tapering off 
due to the absence of any new orders for merchant ships during the 
past months, 16 months, to be exact. 

By the end of the current year, some of the yards will be back sub- 
stantially where they were before the private tanker and Mariner pro- 
grams were initiated, Certain yards have received Navy contracts 
to the extent that such contracts have been available. The coopera- 
tion of the Navy in allocating practically all of their new construc- 
tion work to private shipyards has been excellent and exhibits a sound 
understanding of the situation in which the shipyards find themselves 
as well as the indispensability of such yards to the nz itional security. 

Senator Maanuson. This has not anything to do directly with this 
question, but right there, have you had any conferences, Mr. Sanford, 
with the Navy as to their allocation of their construction? Have they 
made any decision as to distribution ? 

Mr. Sanrorp. For new work not yet awarded ? 

Senator Maenuson. Yes, for new work or some of the other contracts. 

Mr. Sanrorp. We have been in close touch with them. We have 
been reasonably assured that the great majority of it will go to private 

yards. 
. Senator Magnuson. I mean the geogtaphical distribution. 

Mr. Sanrorp. No. 
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Senator Magnuson. Are they still adhering to a policy of crowding 
It mtoone p lace bee: “aus se the bidk ling h: appe ns to be low ¢ 

Mr. Sanrorp. I am afraid T am not in a position to answer that. 

Senator Magnuson. You know that ? 

Mr. Sanrorp. I do not have anything to do with geographical 

istributions. 

Senator Magnuson. You wouldn’t have anything to do with it, but 
[ asked you whether you knew whether they were continuing that 
policy 

Mr. Sanrorp. Asto new contracts, I could not say. 

Senator Butter. I am very happy to say that they are going to give 
us about one-half of that $58 million of offshore procurement. 

Mr. Sanxrorp. I had a telegram to that effect from the Department 
of Defense vesterday. 

Senator Magnuson. Because of this complete dearth of shipbuild 
ing, vou lose the labor pool. 

Mr. Sanrorp. I think that that decision no doubt was induced 1 
part by the fact that we had a conference at the Pentagon sever: al wee kes 
ago and we feel that there might be some influence exerted on the Navy 
at that time. 

Senator Burier. There were also some Senators working on it too. 

Mir. Sanrorp. I have no doubt of that, s 

At a hearing before a subcommittee of the Committee on Interstate 
iid Foreign Commerce last July, [ presented, among other things, a 
chart of employment showing the actual employment in certain ship 
yards up to and including the first quarter of 1953, and the projected 
employment, estimated to the end of the first quarter of 1955, to show 

ie trend based on the existing workload. 

I now have taken that chart and shown thereon the actual employ 
ment to date and projected employment based on current yard esti 
mates and present workloads. Normally we would have prepared a 
new chart to show that, but the time was so short that I merely took the 
chart in the testimony before the subcommittee and on that chart we 
showed in red what was the original estimated employment which now 
for the period up to this time becomes actual employment, and then 
we projected that against current estimates as to what the estimated 
employment would be for the next year by quarters. Our estimate as 
of a year ago was a conservat ive estimate. 

At the present time the employment is somewhat less than we had 
projected it would be at this time. In other words, we did not go over 
board on it. All of which means that the critical period ahead of us is 
coming a little quicker than we had anticipated that it would. 

We are preparing an entirely new chart on this which I will be 
very hi ippy to prese nt to your committee. 

Senator Burner. It will be received and made a part of the record 
when it comes in, Mr. Sanford. 

(New chart referred to is as follows:) 
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Mr. Sanrorpv. The result shows that the original projection was a 
conservative estimate, as the actual employment and new projection 
run substantially lower than that prepared in April 1953. In other 
words, the decrease in employment was greater than anticipated and 
actually the critical period in the industry appears to be even closer 
than previously thought to be the case. 

It thus becomes evident that immediate relief in the form of new 
ship construction contracts is the only way to avoid a protracted pe- 
riod of inactivity and unemployment in the industry. Time is running 
against the shipyards. 

Kven though war-built ships are no longer available for domestic 
purchase, the same psychology that prevailed during and immediately 
subsequent to their purchase still seems to prevail, although the situa- 
tion has changed to the extent that the war-built ships acquired by pri- 

vate owners under the Ship Sales Act are now around 10 years old, 
some slightly more, some slightly less, but all headed for block obso- 
lescence in the not too distant future. The prospect of mass replace- 
ment of operating fleets by their owners at some future date is bound 
to be a disturbing one. That has been mentioned several times here 
this afternoon. 

Equally disturbing is competition by foreign flag lines with newer, 
more modern, faster, more efficient and more economical ships. A rea 
sonable replacement program spread over a period of years would 
appear to offer the best solution to each of these problems. 

In order to undertake any substantial program of ship construction 
to which the Government is, in any way, directly or indirectly, a party 
certain obstacles have to be overcome and the bill here under discus- 
sion is designed to remove one of those obstacles, namely, the procure- 
ment of private financing of the balance of the cost of the ship after 
a construction differential subsidy has been authorized by the Govern- 
ment as provided by law. 

Private financing of this portion of the cost is the announced objec- 
tive of this administration, even though the Merchant Marine Act of 
1936 authorizes governmental financing of that part of the cost. 

Senator Magnuson. There is the whole story in a nutshell. As you 
well know, I think I yield to no one in wanting to get the merchant 
marine back to this country. 

Mr. Sanrorp. That is correct. 

Senator Magnuson. It is very simple that we are going over from 
Government financing as provided by law to private financing, which 
Is going to cost us more. 

Mr. Sanrorp. We are certainly making the shift. As to the ulti- 
mate cost, Iam not prepared to say. 

Senator Magnuson. And this is the first time that the Government 
has ever guaranteed, and maybe it is necessary, and the reason for that 
is that this administration did not want to come to the Congress and 
ask for an appropriation, although it was going to be a loan. Such 
loans have been paid back without a single default, and that is the 
whole controversy in a nutshell, as far as I am concerned. 

Senator Burier. I may say that when we had the debate on the floor 
in connection with the C—4’s were we not operating under the section 
of the statute the Senator is now referring to / 

Senator Magnuson. I think so, 502. 
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Senator Burter. And that was very badly beaten on the floor, not 
by this administration but by a very closely divided Congress, and it 
seemed to me that no matter whether you had a shift of 20 percent or 
further, we could not have won it through that Congress. 

Mr. Sanrorp. In the last session of the Coneress a bill was passed 
Public Law 288—which was intended to promote private financing of 
ship construction. As far as the council is aware, there has as yet been 
no evidence made available to indicate that this law has or will accom- 
plish the purpose of which it was intended. 

Senator Magnuson. I might say there, Mr. Chairman, for the 
record, that yesterday in Appropriations Committee, immediately 
after you left, testifying on the restoration of the funds, that I asked 
the question under Public Law 288, if they had had any applications 
at all, and the answer from Mr. Murray and Mr. Rothschild was none 
whatsoever, 

Gro right ahead. 

Mr. Sanrorp. As a matter of fact, what evidence has been developed 
appears to indicate the contrary. It is for that reason that the sub 
ject legislation has been introduced, in an endeavor to interest private 
financial institutions in underwriting new ship construction, in order 
that ship operators who apply for construction differential subsidies 
may be able to comply with the present administration policy requir- 
ing such private financing. 

There are three salient features of this proposed legislation. 

The first authorizes the Secretary of Commerce to insure a ship 
mortgage up to 100 percent of the principal and interest of the loan 
as contrasted with 90 percent of the princip: il provided under Public 
Law 288. The obligation is limited to 75 percent of the estimated cost 
to the mortgagor financed by the mortgage loan. 

The second applies to passenger vessels of appropriate characteris- 
tics and provides that the sole recourse against the mortgagor shall be 
limited to repossession of the vessel and the assignment of insurance 
claims. This provision is consistent with section 3 of the act of July 17, 
1952—the so-called long-range shipping bill—and is necessary to pro- 
vide sufficient inducement to a ship operator to proceed with the con- 
struction of a passenger vessel and its subsequent operation. The risk 
attendant upon successful operation of a passenger vessel is much 
greater than that applicable to the operation of cargo vessels. That 
risk should not be aggravated by jeopardizing the balance of the oper- 
ator’s fleet in case of possible failure of the passenger-ship operation. 

The third feature provides that the loan or advance of credit which 
is to be insured shall bear interest at an average rate to the mortgagor 
not to exceed the estimated prevailing effective yield for Government 
securities which are subject to all Federal income taxes of 20-year ma- 
turity plus 1 percent per annum. Unless the interest rate is substan- 
tially in excess of the yield for Government securities, there is obvi- 
ously no inducement to an investor beyond that which would apply to 
Government securities. There may be some question as to whether a 
fixed rate of 1 percent over the average yield for Government securities 
will provide an adequate inducement throughout an extended period 
of time. 

There has been considerable discussion of that very point here this 
afternoon. 
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‘J he ship! uilders council believes that these general objectives of the 
proposed legislation are fundamentally sound and are necessary if 
private financing of ship construction in lieu of Government financing 
is to become an actuality. As to whether this legislation if passed will 
accomplish that objective remains to be seen, but the council is hopeful 
that it will. 

\ word of caution appears to be in order here. It is respectfully sug 


gested that any rules and regulations, forms, requirements, and so 


forth, that may be issued pursuant to this law, if passed, to establish 


procedures for the guidance of applicants should be kept as simple as 
possible. The rules issued in 1939 covering Federal ship mortgage 


Ihsurance procedure constitute a rather fol Ih dable pamphlet, the mere 
ight of which Is enough to intimidate a prospective applicant. 

lea low you one here if you Wahtto see it. 

n conclusion, the Shipbuilders Council of America appreciates the 
Opportunity to present this statement indicating Its support of the suL- 
ject legistation, 

Senator Burier. ‘Fhank you, Mr. Sanford, for a very fine state- 
ment, Sir. 

Senator Magnuson, any further questions ¢ 

Senator Magnuson. No. 

Senator Burier. Thank you ever so much, 

Mr. Frechie, | will make your statement a part of the record at this 
point, and you can elaborate on it or speak as you will about the pend- 
ing legislation. 

(The statement of Mr. M. J. Frechie, executive vice president of 
Newtex Steamship Corp. is as follows :) 


S EMEN oO BEHALF OF NEWTEX STEAMSHIP CorRP. I CONNECTION WITH 
S. 3219 anno H. R. 8637 To AMEND CERTAIN PROVISIONS OF TITLE XI OF THE MER- 
CHANT MARINE Act, 1936, AS AMENDED, To FACILITATE PRIVATE FINANCING Of} 
NEW Sutep CONSTRUCTION, AND FOR OTHER PURPOSES 


My name M. J. Frechie. Iam the executive vice president of Newtext Steam 
sh pCorp. wit h offices located at 52 Wall Street, New York, N. Y. 

fogether with Mr. Gregory Ferend, president of both Newitex Steamship Corp. 
and its parent company, Sword Line, Inc. of New York, N. Y., I appear to urge 
the prompt enactment of legislation to so amend the provisions of title XI of the 
Merchant Marine Act, 1936, as amended, as to make them workable. They are 
not so now We believe that if title XI were amended as proposed, we would 
have an excellent chance of solving the problem which I shall describe to you. 

My experience in domestic coastwise steamship business dates from October 
1926, when I entered the employ of the Philadelphia & Norfolk Steamship Co. in 
Philadelphia, Pa At the time I left the P. & N.S. S. Co. in December 1941, to 
enter the Army, I held the position of assistant traffic manager. 

During World War II, I served as Chief of Operational Movements, United 
States Army, European Theater of Operations, and in that capacity was responsi- 
je for the planning, direction and control of the movement of all United States 
Army, Navy and Air Force personnel, equipment and supplies into, within and out 
of the British Isles in connection with the invasion of France. This included 
movement of military trains, truck convoys, and the loading of ships and various 
types of landing craft. Upon my release from the Army in March 1946 T held the 
rank of colonel 

In April 1946, IT became affiliated with the Newtex Steamship Corp., as traffic 
manager and in August 1949, was elected vice president. In this capacity, I had 
full jurisdiction over the company’s operations, subject to the executive super- 
vision of the president of the company In August 1952, I was elected executive 
vice president of Newtex, the position I now hold. 

The Newtex coastwise steamship service originated with the incorporation of 
the New England, New York, & Texas Steamship Co. and in Juve 1926, eoast- 
wise steamship service was inaugurated betwen Boston, New York, Norfolk, 
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and Texas City. In 1928, the name of the line was changed to Newtex Steam- 
ship Corp. and service was conducted between New York and Houston. In 1940 
the service, along with most other shipping services, was discontinued as a result 
of the war and the company was subsequently reorganized. 

Newtex Steamship Corp. is certificated by the Interstate Commerce Commis- 
sion in docket W-—S96 to operate as a common ¢arrier by water, with self-propelled 
vessels, in interstate or foreign commerce, in the transportation of commodities 
generally between the North Atlantic ports of Boston, New York, Philadelphia, 
and Baltimore ov the one hand and on the other, the Texas ports of Houston and 
Brownsville. The Newtex certificate also permits transportation of part ship 
load lots of crude sulphur in bulk from Galveston, Tex., and Port Sulphur, La., 
to the North Atlantic ports of Boston, New York, Philadelphia, and Baltimore. 

Presently the Newtex coustwise service is conducted with four freighters, each 
of about 5,000 tons deadweight. Terminals are operated at Port Newark, N. J. 
(a part of New York Harbor), Philadelphia, Baltimore, and Houston. <A traffie 
office is maintained at Dallas, Tex. Our general offices are in New York 

Newtex and the railroads in the East and Southwest have maintained joint 
freight rates and through routes for the past 8 years. Broadly speaking, the 
territory served by Newtex, through its railroad connections, embraces the 
New England States, New York, New Jersey, Pennsylvania, Maryland, Dela 
ware, and Virginia in addition to fringe areas of West Virginia and Ohio 
In the Southwest, Newtex, through its railroad connections, serves Texas, 
Louisiana (west of the Mississippi River) and fringe areas of Oklahoma, 
Arkansas, and New Mexico. 

The Newtex operations in the domestic coastwise trade are conducted by the 
so-called “break bulk” method. Rising costs of operation and intensive study 
over the past 8 years, have convinced me that the present type of break bulk 
coastwise vessel is now as outmoded as the clipper ships of former years 
The retirement from this Texas-North Atlantic trade of all of the other break 
bulk operators sustains my opinion on this point. Just prior to World War IT, 
there were 8 companies engaged in the North Atlantic-gulf coastwise trade; 
today there are only 3, Newtex, Pan-Atlantic, and Seatrain 

Construction of a new type of coastwise vessel is dictated by improvements 
in other types of transportation of property, Coupled with the disabilities of 
break bulk coastwise steamship service. 

We reached this conclusion only after we had exhausted our skill and inge 
nuity to improve the Newtex break bulk coastwise operation to the maximum, 
But that is not good enough to sustain break bulk coastwise service today 

The vessel for the future coastwise trade should, of course, be commercially 


feasible At the same time, such vessel should also be militarily desirable in 
time of war 
Newtex firmly believes it has found the answer. It is the trainship 


The trainships, as conceived by us, are ocean-goilg vessels quite unlike any 
ever afloat. They will be 575 feet in length overall; 80 feet in breadth, of about 
12.500 gross tons, drawing only 22 feet of water fully fueled and loaded. The 
trainships are designed to carry about 128 fully loaded freight cars or their 
equivalent in truck trailers. The vessels are powered by 15,000 horsepower 
steam turbine engines, located aft, capable of maintaining sustained sea speed 
of not less than 18 knots and can carry fuel sufficient for cruising a 10,000 mile 
radius. 

The trainships will be fitted with railroad track on three levels below the 
main deck and in addition will carry freight cars on deck. The outstanding 
feature of the design of the vessel is the overhead electric crane, capable of 
lifting better than 100 gross tons, which will rapidly and safely load and dis 
charge the freight cars (with contents intact) to or from the trainships at any 
pier, dock or wharf havivge apron or marginal tracks as virtually all of them 
do. I should like to emphasize that the operation of the trainships will be 
extremely flexible since they do not require any special or expensive terminal 
facilities 

Electric winches and endless rope cables will be provided for moving the 
freight cars from the cradles forward or aft into the stowed positions. Chocks 
and jacks are designed to prevent motion of the freight cars while the vessel 
is at sea. 

Tn addition to its canacity of about 1928 fully londed freight cars. the train 
shins will also be fitted with coiled tank capacity for 10,000 barre!s of liquid 
bulk cargo 
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The initial two trainships will provide regular, dependable weekly sailings 
between the North Atlantic ports and Houston. The time in transit from the 
North Atlantic port of departure to Houston will be 444 to 4% days. 

The trainships will be capable of carrying any type of freight that can be 
loaded into or on a box car, gondola car, tank car, flat car or hopper car. The 
contents of the car will not be handled en route, thus removing the possibility 
of piiferage and damage so prevalent in the break bulk type of handling. The 
contents of the car will reach the consignee in “factory-fresh” condition and at 
destination will not require any special sorting or segregation to arrange marks, 
brands, colors, sizes, etc., in the same order as shipped by the consignor. 

Not only will the high-speed trainships provide an expedited service, but, addi- 
tionally, because there will be no physical handling of the contents of the freight 
car at the port of loading and the port of discharge, there will be no loss of time 
interchanging the freight with the railroads at the ports. Moreover, the high- 
speed schedule of the trainships and their regularity of sailing will not be dis- 
rupted by inclement weather since the cars can be loaded to or discharged from 
the trainships during rain or snow. Such is not the case when freight is handled 
in the so-called break-bulk type of coastwise vessel. Not only is this important 
to the shipping public, but it also avoids costly deadtime to the ship. 


Convinced fully that the trainships were both commercially feasible and mili 
tarily desirable, on January 29, 1954 we filed formal application with the Federal 
Maritime Board for an 874% percent construction loan authorized under section 


509 of the Merchant Marine Act, 1936, as amended. At this point, I would like 
to say that the application was made in the name of Newtex Steamship Corp., 
Sword Line, Inc., its parent company, and the other four wholly owned sub- 
sidiaries of Sword Line. I have copies of this application with me today for the 
use of the subcommittee and its staff 

Before filing this application, we conferred with the Federal Maritime Board 
and discussed our plans. Following their suggestion, I personally conferred with 
officials of four of the largest New York banks and two of the largest American life 
insurance companies with respect to financing the construction of these ships 
under Public Law 288, 88d Congress, which amended title XI of the Merchant 
Marine Act, 1936, as amended. The negative response of these financial institu- 
tions is shown in exhibit XXIT of the application. 

[It was after the receipt of the letters, reproduced in exhibit XXII, that we 
concluded to file the application under secetion 509; it was the only means then 
available to us to proceed with construction. It is my considered opinion that 
insofar as concerns the trainships, Public Law 288 is totally inadequate; in our 
case it did not attract the necessary investment funds. 

Immediately upon filing the application, we mailed an announcement to the 
shipping public in which we described the trainships and their features and 
asked the public whether or not, in their opinion, this type of vessel, operated as 
here proposed, would be beneficial to their company’s traffic. Realizing that some 
of the shippers or consignees receiving the announcement were already utiliz- 
ing the Newtex service, we asked them to advise us if possible the amount of 
additional traffic that would be available to Newtex with the operation of the 
trainships. 

The response from the public was enthusiastic and extremely encouraging. 
To date we have received 244 letters in response to the announcement—125 of 
them either could not or did not furnish tonnage figures : 119 of them collectively 
stated that they estimated there would be approximately as much as 9,645 addi- 
tional carloads of freight available to Newtex with the operation of the train- 
ships. The tonnage handled by Newtex in its present break bulk service is in 
excess of that necessary to provide 50 percent capacity loads for the two train- 
ships per year. This is shown in exhibits XVI and XXI to the application and 
discussed on page 33 of the application itself. Fifty percent capacity of the two 
trainships per year would be equivalent to 6,250 carloads of freight. When this 
volume presently handled by Newtex is added to the additional volume esti- 
mated by the shippers, the result would be that the two trainships would be over- 
booked by about 30 percent of their annual capacity. 

I have with me today the 119 letters based upon which these calculations have 
been made. The are available for inspection. 

If time of the committee permits, I should like to quote extracts from a cross- 
section of these letters. To conserve time, I shall not read the entire letters 

1. A chemical manufacturer, who does not utilize Newtex service, says, “This 
operation should be successful since there is a large flow of chemicals and 
raw materials between the eastern seaboard and the Southwest. We have 








i 
; 


PRIVATE FINANCING OF NEW SHIP CONSTRUCTION oo 


several plants in the gulf which I am sure will be able to make good use of this 
service should it be inaugurated. I could not make a safe estimate at this time 
as to the volume of this busines but it might conceivably be in the neighborhood 
of 10,000 tons per year.” 

2. A wholesale plumbing distributor who says he has not used coastwise 
steamer service for several years adds, “As a conservative estimate, we think 
we would probably be able to give your company shipments in tonnage amounting 
to approximately 480 tons annually.” He goes on to say that he would not 
consider use of the “present conventional ships.” 

3. A hardware jobber states: “We have refrained from using Newtex services 
from seaboard and Atlantic territory on carload commodities of due to 
greater liability of damage caused by extra handling on bulk-cargo ships. We 
hope that you will be able to inaugurate there trainships, and if so we figure 
that we can give you an additional yearly tonnage of 1,800 tons or about 45 
additional carloads.” 

$f. A furniture manufacturer writes, “I can state without reservatiens that 
such operations would be of tremendous benefit to our company’s traffic. I 
would estimate that the adoption of such service would add 35 or 45 carloads 
to the amount of the tonnage already delivered by Newtex for our account.” 

5. An air-conditioner manufacturer who has “not used Newtex for quite ua 
long time due to the fact our people do not like the idea of the extra handling 
at the ports” says, as to potential traffic for the trainships, ‘our best estimate 
at the present time is that we will, probably, ship 100 to 150 carloads during 
1954.”’ 

6. A canned food processor states, “We are very much interested in your 
program, as we do ship considerable tonnage into the gulf area through the 
port of Philadelphia. We estimate the volume southbound would exceed 10,000 
tons annually. We also move considerable raw product northbound from the 
port of Houston to Philadelphia. We are not in position to inform you the 
specific volume, but it would represent a considerable number of carload ship- 
ments.” This shipper does not now ship via Newtex. 

7. A chemical specialty manufacturer says that the trainship announcement 
“has been reviewed with keen interest,” adding, “In the North Atlantic area, 
Philadelphia, Bayonne, Bayway, ete., we ship some 250 to 300 cars of 
per year and this is potential business for your new service.” This shipper does 
not use Newtex service. 

8. An electrical supply manufacturer, who does not now use Newtex service, 
states, “This type of vessel would be quite beneficial to our company’s traffic, 
principally on southbound shipments,” adding, “We estimate there would be, 
approximately, 1,000 tons yearly.” 

§. A food processor, who has told us that their northbound movement amount 
to about 15 carloads per wek, wrote, “It is difficult for us to properly indicate 
the tonnage you might reasonably expect, but there is no question in our minds 
that we can give you a substantial quantity. You know the character of our 
business and we are active in many of the markets which you will serve, such 
as . There is no reason why we would not be glad to avail ourselves 
of your service.” 

10. A specialty manufacturer states, “When this new type of service starts 
you will have an opportunity to handle 114 more cars per year than you are 
now handling.” 

11. A chemical manufacturer writes, “Our operation in connection with our 
new plant, now under construction, will need a minimum of 200 to 250 
carloads per year moving into the area for distribution. We have not 
completed all of our stndies: however, it does seem apparent at this time that our 
most economical method of handling this distribution will be in connection with 
such a service as is portrayed in your cireular of February 11, describing your 
new trainship operations, These figures are based on an average loading of 
somewhere between 60,000 and 80,000 pounds.” 

12. A paper products manufacturer states, “I can say that there is more than 
100 cars annually prospective movement, and more if Boston is included. We 
are not now using your service as we have found that the break-bulk service 
was not adaptable to our commodity, account of damage in transit.” 

18. A manufacturer in the petro-chemical field says, “We have a substantial 
carload movement through the port of Houston, both northbound and south- 
bound. The northbound movement usually consists of loaded in 8,000- 
gallon cars which, under normal conditions, would amount to about 75 cars a 
year. Our southbound movement, which now principally moves by rail account 
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of short time for deliveries, should amount to about 60 carloads per year. This 
company is planning a very considerable expansion and the above figures should 
be substantially increased within the next 2 years.” 

14. A manufacturer of steel products states, “So far as we are concerned, we 
can see several benefits, one of which would be the better handling of our com 
modities As you know, some of our Texas customers still insist on this 
material being handled by * It is stated, “This would amount to 12 to 
15 cars per month.” 

15. A manufacturer of food products writes, “We think this is a grand idea 
We are very enthusiastic about it With favorable conditions we could develop 
about 5,000 tons per year.” 

16. A chemical producer, who has not used Newtex recently because the com 
“lity is in paper bags which, he says, cannot be handled satisfactorily in 
break-bulk service, states, “However, there is a potential annual movement of 
approximately 150 to 200 cars of this commodity which might be readily moved 
via the “Trainship’ service you propose.” 

17. A manufacturer in the field of chemistry writes, “If and when this new 
service is inaugurated, we have the following tonnages which could conceivably 
be handled by trainships, providing service is reasonubly good and, providing 


further, that some measure of benefit would accrue to our company in the way 
of reduced transportation costs.” There follows a breakdown, by Commodities, 
showing 25 cars per year southbound and 345 cars per year northbound. The 
letter continues, “In addition to the above freight there are numerous single-cat 


shipments which are made at irregular intervals 
\ manufacturer of brooms and brushes says, “This is to inform you that 
we are very much in favor of your new type service between Texas ports and 
phia During the buying season of we usually handle between 

oO and 100 carloads of and if we could get the original cars delivered 
» destination instead of unloading cars at Texas ports, loading boats, unloading 
boats at Philadelphia and loading rail cars again, it would be quite a saving 
for us in breakage that usually develops by this excessive handling.” This 
concern does not patronize the Newtex break-bulk service 

I. A steel fabricator states, after saying that trainship service would be 
very beneficial to their southbound traffic, “We have, in the past, used Newtex 
con ise service, but we are not using this at the present time. As an esti 
mate on the amount of tonnage that could be shipped via this new method, we 
think it would vary between 50 to 60 cars per year.” 

“0. A specialty manufacturer writes, “Such vessels would be of considerable 


help to us in the handling of our consignments. We ship to Houston approxi 
mately 57 carloads yearly, weighing pounds, and to Dallas about 66 
carloads, weighing pounds. There are any number of additional cars 
shipped to Fort Worth and other points in Texas.” Newtex has been trying 


for years to prevail upon this shipper to utilize the break bulk service. 

The general tenor of the letters received from the shipping public establishes 
a very substantial immediate and urgent need for the trainship type of service. 

As businessmen, we are, of course, primarily concerned with the commercial 
feasibility of the trainships. We are convinced, after exhaustive investigation, 
that the trainships operated in the Newtex coastwise trade, will result in a 
profitable operation. As shown in exhibit XIX and its attached schedules, and 
as discussed on pages 37 through 41 of the application itself, the two trainships, 
if operated at only 50 percent of annual capacity, at present freight-rate levels, 
would produce a small net profit. The present volume of traffic handled by 
Newtex, as previously explained, is in excess of this 50 percent capacity figure. 
Exhibit XIX also shows the projected results on a 75 percent of capacity basis 
and on a 100 percent of capacity basis. Combining the present volume of traffic 
being handled by Newtex with the additional traffic estimated by the shippers 
as being available to the trainships, the total would, as previously stated, exceed 
the annual capacity of the two trainships by some 30 percent. 

In addition to this, as stated on pages 38 and 39 of the application, the utiliza 
tion of the bulk liquid tank capacity of the two trainships could produce addi- 
tional revenue of as much as $400,000 per year. However, this has not been 
included in the projection in exhibit XIX to the application. 

From the standpoint of national security, it has long been recognized that the 
American merchant marine is an important arm of national defense. Last sum- 
mer, Admiral Wilson testified before the Special Subcommittee on Merchant 


Marine Studies, Committee on Interstate and Foreign Commerce, United States 
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Senate, to the effect that special-purpose vessels of this type are necessary in 
the national interest. He said that the strategic importance of ocean trans 
portation in a future war supports the concept that the United States-controlled 
merchant fleet should provide, “* * * modern, high-speed ocean transportation 
with suitable self-loading and unloading facilities and an ability to be utilized 
in any port as required.” He also stated that there will be a need for heavy 
lift tvpe ships that is, vessels capable of lifting, with their own gear, heavy 
and awkward pieces of military equipment, including tanks, self-propelled guns, 
earth-moving equipment, and the like 

The trainships meet both of these requirements of the military. The train 
ships do not require any specially constructed terminal facilities: they can be 
discharged or loaded if need be at any pier, dock, or wharf. Of course, if rail- 
road cars are being transported by the military, there would, of necessity, have 
to be railroad track on the pier, dock, or wharf But the handling of military 
vehicles will not require anything other than a pier, dock, or wharf and if need 
be, such equipment could be discharged from the trainships to rafts or land 
ing craft and in that manner be ferried ashore. Thus, the trainships could 
handle, with their own equipment, military vehicles weighing up to 100 gross 
tons each 

We have given very careful study to Senate bill 3219 and H. R. 8637 as they 
affect title XT of the Merchant Marine Act of 1936, as amended. We believe that 
f the features of these bill 
tion from the Department of Defense as to the national defense aspect 

We are contident that we could obtain the necessary funds to pro ide the 
nitial 1254 percent of the estimated construction cost, which is approximately) 
S18 million for the first 2 trainships. On this basis we would contribute S24 


s were enacted into law, that we could obtain certifica 


million equity capital and we are firmly convinced that the commercial prospects 
of the 2 trainships fully justify our doing so. The preliminary baiance sheet o 


he Sword Line companies, as at December 31, 1953, included in the 


application, 
hows a net worth of approximately $414 million. Because we are so enthusiasti 
concerning the trainships, the Sword Line companies are willing, if need be, to 
iedge their entire assets behind this venture 


It is my personal opinion that with a 100 percent unqualified Government gual 
antee, one that will not entail endless litigation, it should be possible to finance 


he remaining S74. percent of the construction cost through the medium of a 
preferred mortgage or the issuance of mortgage bonds 

The ability to attract new capital depends upon earning power of the borrower 
as well as the security offered to the mortgagor or lender. In the case of the 
rainships, the earning power is comprehensively analyzed in the application 
This, coupled with a clear-cut 100 percent Government guarantee would, I believe 

ttract capital 

Under the proposed legislation, as I understand it, the rate of interest to be 
paid by the borrower is to be an average interest rate not to exceed the esti 
mated prevailing vield for Government securities of 20-year maturity, subject 
to all Federal income tax, plus 1 percent. In addition, the borrower, would be 
obliged to pay a Government insurance premium of from 4 to '% percent. 

Assuming that the average yield for Government securities of 20-year maturity, 
subject to all Federal income tax, would be 2.5 or 2.6 percent, then the average 
rate of interest to be paid by the borrower would be 3.5 or 8.6 percent plus the 
mortgage insurance premium. In exhibit NIX, schedule C, of the application, we 
have computed interest at an average rate of 3'4 percent based on a 20-year loan 
retired by 20 equal annual payments. We feel positive that the operation of the 
2 trainships would sustain an average rate of interest of about 344 percent on a 
mortgage subject to retirement by the payment of 20 equal annual installments 
She projection in exhibit XIX of the application supports that conclusion. 

We are very hopeful that the objectives of S. 3219 and H. R. 8637 will be 
afforded speedy and favorable consideration by the Congress. We are prepared 
to proceed with the construction of the two trainships now. There is now no 
shortage of materials and we understand that virtually all shipyards are clamor- 
ing for contracts for new construction. 

This project does not involve any Government construction differential subsidy. 

We share with members of the committee the sincere hope that necessary ship 
construction, of the type I have outlined today, can be privately financed. While 
it is perfectly true that the Government would have a contingent liability by 
virtue of the guarantee of the 87% percent loan, it is believed that in the case of 
the trainships, this would never become a real liability of the Government. There 
is every indication that the operation of the trainships, in the Newtex coastwise 
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trade, will produce results far in excess of that necessary to repay the loan with 
interest, without the necessity of the Government guarantee being invoked. 
Thus, the Government guarantee would not involve any disbursement of Govern- 


ment funds 

In closing I should like to say that the Sword Line companies from their incep- 
tion, almost 25 years ago, have always been owned, managed, and operated by 
American citizens. We have never had any foreign affiliations. All of our vessels 
fly the American flag 


STATEMENT OF M. J. FRECHIE, EXECUTIVE VICE PRESIDENT, 
NEWTEX STEAMSHIP CORP. 


Mr. Frecuie. Thank you, sir. We realize that the hour is late, 
Mr. Chairman. and I should like to conserve the time of the commit- 
tee. Therefore I would, if I may, touch upon a few of the most im- 
portant poimts that are covered in the prepared statement. It is a 
matter of common knowledge that when we entered World War IT, 
the domestic coastwise and intercoastal lines provided most of the 
freighters that were so vital at that time. 

These ships were in American waters, fully manned, and ready for 
instant military employment. ‘Today most of these lines are not now 
in existence. ‘Che coastwise and intercoastal lines are rapidly disap- 
pearing. 

For example, in the North Atlantic-gulf trade there are only two 
break-bulk lines remaining; Newtex serves the Houston, Tex., area, 
and Pan-Atlantie serves certain gulf points, New Orleans and east. 

Seatrain, which, as you know, is a non-break-bulk carrier, serves 
both New Orleans and Texas City. 

The other lines have been forced to retire. Some of the reasons 
for this situation are discussed in exhibit 11 included in the applica- 
tion referred to in my prepared statement. 

We are firmly convinced that we have the solution to the problem. 
It is the trainship, and it is described fully in my prepared statement. 
As businessmen we are naturally concerned primarily with the com- 
mercial aspect. A most comprehensive study has absolutely convinced 
us that the trainships are sound commercially, and we are willing to 
pledge our entire assets behind it. But we need help to build these 
trainships to revitalize the coastwise trade. The amendment to the 
1936 act, that is Public Law 288, does not give us that help. It did not 
attract the funds, and it ismy information that it will not. 

As I have indicated in my prepared statement, Newtex is one of 
the wholly owned subsidiaries of Sword Line, Inc. The latter com- 
pany entered into chapter 11 reorganization proceedings in 1948, and 
in 1952 completed a plan or arrangement. I am positive that it was 
not because of this situation that we were unable to build the train- 
ships under Public Law 288 

It is my information, and that has been confirmed here today, that 
not a single vessel has been built or even started for anyone under 
Public Law 288. I think the witnesses for the financial institutions 
have testified here today why it was—and they have done a better 
job than I could. ’ 

_ We know that the trainships could be built under the bill now be- 
fore you. We also know that the Government would never have to as- 
sume any real liability in connection with the guaranty of 100 per- 
cent of S746 percent of the construction cost. We further know 
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that the commercial success of the trainships is assured. This book 
of letters from the shipping public that I have here proves the need 
of the trainships. We hope that the military will never have to use 
the trainships, but if they do, the trainships will be in American 
waters, initially available for milit: ry use. 

In this connection may I read.two paragraphs from my prepared 
statement ¢ 

From the standpoint of national security, it has long been recognized that the 
American merchant marine is an important arm of national defense. Last sum- 
mer, Admiral Wilson testified before the Special Subcommittee on Merchant 
Marine Studies, Committee on Interstate and Foreign Commerce, United States 
Senate, to the effect that special-purpose vessels of this type are necessary in 
the national interest. He said that the strategic importance of ocean transpor- 
tation in a future war supports the concept that the United States-controlled 
merchant fleet should provide,“* * * modern, high-speed ocean transportation 
with suitable self-loading and unloading facilities and an ability to be utilized 
in any port as required.” He also stated that there will be a need for heavy lift 
type ships, that is, vessels capable of lifting, with their own gear, heavy and 
awkward pieces of military equipment, including tanks, self-propelled guns, 
earth-moving equipment and the like. 

The trainships meet both of these requirements of the military. The train- 
ships do not require any specially constructed terminal facilities; they can be 
discharged or loaded if need be at any pier, dock, or wharf. Of course, if rail- 
road cars are being transported by the military, there would, of necessity, have 
to be railroad track on the pier, dock, or wharf. But the handling of military 
vehicles will not require anything other than a pier, dock, or wharf and if need 
be, such equipment could be discharged from the trainships to rafts or landing 
craft and in that manner be ferried ashore. Thus the trainships could handle, 
with their own equipment, military vehicles weighing up to 100 gross tons each. 

During the testimony here this afternoon reference has been made 
to section 502 and 25 percent-75 percent arrangement. Nothing has 
been said at this point with respect to the 8714 percent provision which 
has to do with special-purpose vessels, certian by the military as be- 
ing necessary in the national defense. The trainships, we submit, are 
a special-purpose vessel, and we believe that they would fall within 
the 8714 percent category. 

Further, the tr: ainships being engaged in coastwise trade would also 
fall within the 8714 percent category under section 509 of the 1936 act. 

We have—and I would like to emphasize—attempted to finance the 
construction of the trainships under Public Law 288, and our experi- 
ence was very similar to that of the Grace Line that was reported here 
this afternoon. In the application referred to in my prepared state- 
ment we have included copies of letters from 6 financial institutes, 4 
of them New York banks, 2 of them insurance companies—I believe 
the 6 largest, perhaps, in the country—and they were not inclined to 
finance under the Public Law 288. We also endeavored under 509, 
and we had no success there. 

Senator Magnuson. What did they tell you when you came down 
there under 509? What did they tell you to do? 

Mr. Frecuie. I have a letter from the 

Senator Magnuson. I don’t want a letter. What did they tell you 
when you went down there and made application under a law that 
was on the books? 

Mr. Frecuir. They denied it. 

Senator Magnuson. They denied it ? 

Mr. Frecuir. Yes, sir 

Senator Magnuson. What did they tell you in their conversations ? 
Where did they tell you to go? 
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Mr. Frecuie. Well, they indicated that it should be financed pri- 
vately, and we told them that we could not finance it privately, and we 
showed them the letters from the banks and the insurance companies. 

Senator MaGnuson. You tried out 288 procedure first ? 

Mr. Frecuie. Yes, sir. 

Senator Magnuson. Had you been directed to try that out prior 
to that ? 

Mr. Freciie. Yes, sir. 

Mr. Magnuson. By the Maritime Board ? 

Mr. Frecuir. Yes, sir. 

Senator Magnuson. Mr. Rothschild ? 

Mr. Frecuie. Yes, sir. 

sSenatol M AGNUSON, So you went down and tried that. 

Mr. Frecnuie. That is right, sir. 

Senator Magnuson. You got turned down ? 

Mr. Freciie. Right. 

Senator Magnuson. You came back and asked for your application 

be processed under the law as then written on the books. 

Mr. Freciute. That is correct, sir. 

Senator Macnuson. And they denied it. 

Mr. Frecitm. That is right, sir. 


menatol MAGNI SON, Th { is all. 


i 
Mr. Freemie. Finally, IT should like to express sincere apprecia- 
} 


fion to the committee and its stat? for the fine spirit ot cooperation 
Mr. Webster particularly has been most helpful. We are very hope 
t| the passage of this bill will be given speedy consideration 
Congress. The bill is desperately needed to 
‘an merchant marine, and of course we are deeply 
concerne the coastwise aspect of it. We believe that unless 
omethia 7 is done quickly, it hay he too late a vear or SO hence to 
revive the domestic coastwise and intercoastal trades. There may 
not be at Vat that time. 
Senator Burier. Thank you every so much, Mr. Frechie. Senator 
Maecnuson ? 
Senator Magnuson. No questions. 
Senator Burier. Thank you for coming down and giving us your 


I want to ask Mr. Laemmel one additional question, and Mr. 
saundel I think you both have some precedent for 100 percent 
financing on the part of the Federal Government. 

Mr. Larwuern. Yes. I missed a point with Senator Magnuson 
about 100 percent guaranty being new. Technically that is so. How- 
ever, in another form the United States Government, the Congress, 
in the Housing Act of 1949, pledged payments annually to cities, 
counties, and other political subdivisions in the United States who 
built and operated slum dwellings and low-rent housing, contracted 
to pay 100 percent of the amount needed for the payment of both 
principal and interest, sueh payments being unconditional whatsoever. 

Evidence of that could be furnished by an opinion of the Attorney 
(ieneral of the United States, Mr. Brownell, of about 1 year ago, where 
he stated that these payments pledged with the faith of the United 
States Government by the Public Housing Administration, under that 
Housing Act of 1949, are the same type of pledge made to pledge 
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the faith of the United States for the payment of the interest and 
principal on the public debt. 

_ Senator Magnuson. Well, my question to him was for private 
financing. Sure, we many times guaranteed 100 percent to another 
governmental subdivision of government. 

Mr. Laremmen. This was to authorities authorized by legislature 
of the States, aan 

Senator Magnuson. Sure, that is right. 

Mr. Laremmen. And the political subdivisions. 

Senator Magnuson. Another subdivision of our Government. That 
isa different story than private financing. 

Mr. Larmmet.. I said technically, I admit. 

Senator Magnuson. Yes, you said technically. 

We also did the same thing in our earlier airport program, in the 
building of administration buildings by city or county or subdivision 
of government to encourage them to build the administration part of 
the building and also some of the runways we guaranteed the amount. 

Mr. Laremmet. I see, I am not acquainted— 

Senator Macnuson. We matched and then guaranteed the payment 
by them, but that is government. That is between governments. That 
is not private. 

Senator Burier. May I suggest that the reason we have no prece- 
dent is because we have no precedent of the Government paying 100 
percent of it prior to the time that it guaranteed 100 percent. This is 
an industry where they have been paying 100 percent of it right along, 
and now they are guaranteeing the loan of private money. 

Senator Magnuson. That is right, that is my objection to it. 

Senator Burier. I don’t see much difference. It just takes it a little 
closer to private financing and private enterprise. 

Mr. Wesster. In that same connection, something has just been 
brought to my attention, and I recall it to be accurate. The 100-percent 
feature is not completely new in principle because under title IL, as it 
was orginally enacted, there was a provision for private financing of 
ship mortgages, and in the event of default, debentures were given, not 
cash; that istrue. It went up to 100 percent of the default. 

Senator Macnuson. If someone let it go up to 100 percent. 

Senator Butter. Thank you. Mr. Saunders, have you any addition 
to make ¢ 

Mr. Saunpers. Well, I think, sir, if I am not mistaken, the Defense 
Production Act authorizes 100 percent guaranties to private industries, 
and I believe we have one on our books now, if I am not mistaken. 

In addition to that—— 

Senator Magnuson. Under the War Powers Act? 

Mr. Saunpers. Defense Production Act of 1950. 

Senator Macnuson. And naturally for the expansion of a plant, 
only could be used for war materiel. 

Senator Butter. This is certainly war materiel and war potential of 
the first degree. 

Mr. Saunpers. In addition to that, sir, if I am again not mistaken, 
you may have and do have frequently a combination—— 

” Senator Magnuson. The RFC would have the authority when the 
loan was recommended to go as far as they liked, particularly on a 
very highly strategic matter, but the RFC, if there is a case, I don’t 
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know about it—there may be—in most cases, participation was no- 
where near 100 percent. 

Mr. Saunvers. That is correct, sir, but they could go that high. 

Senator Magnuson. They could go that high. 

Mr. Saunpers. Right, and having gone that high—— 

Senator Maenuson. I don’t know of any case they have. There 
may be. 

Mr. Saunvers. I can give you a specific one. In the case of FHA 
and VA in combination you have 100 percent guaranty. ‘That is very 
common. 

Senator Magnuson. In combination ? 


Mr. Saunpers. Yes, sir. " 

Senator Magnuson. I don’t understand. 

Mr. Saunpers. You put the two together, and you have 100 per- 
cent guarantee, 

Senator Magnuson. I don’t understand. On a house, a GI house? : 

Mr. Saunpers. On a house; you have 100 percent guaranty. Your 
FHA covers you to a point; VA is $4,000 on top of that. The total 
guaranty to the lender is 100 percent. 

Senator Maenuson. If the house is within that price range. 

Mr. Saunvers. That is right, but it is a pretty good house. 

Senator Burrer. Thank you every so much, Mr. Saunders. Mr. 
Duke is next. 

STATEMENT OF GORDON DUKE, SHIPOWNER 
Mr. Duke. Thank you, Senator. My prepared statement has been 

given to your staff, and I have only a few very brief comments, sir. 

Senator Burier. Fine. I will make your prepared statement 
part of the record, and we will be very happy to hear from you. 

(The statement of Mr. Gordon Duke is as follows :) 
GorDON DuKeE’s Notes RE 8. 3219, PROPOSED REVISION OF 
Sure MorTGAGE INSURANCE LAW 

A review of the legislative history of Public Law 288 (which modified in- 
surance on ship mortgages) clearly shows that the deficiencies of 288 were recog- 
nized as bill was being passed. 

The bill was before both Houses in closing days of Congress last July. To 
some persons it appeared wiser to have something even if its value was doubtful, 
than to have nothing, and time prohibited modification of bill. 

Feeling was that Commerce Department, shipping industry and bankers could 
come back to Congress when it reconvened and define changes which were sure . ‘ 


to be necessary. 

It appears that the Department of Commerce originally proposed that in- 
surance cover 100 percent of loan by bankers and/or insurance companies. In 
clearing with the Bureau of the Budget, latter recommended that banker take 
10 percent of the risk. * . 

There is no apparent reason why Commerce should not insure 100 percent 
of the loan and Budget will probably approve when all facts are clearly 
explained. 

It is of no importance that banker earns the lion’s share of the interest for 
supplying the money while Government receives only 1 to 1% percent for 
insuring the loan. Banker might collect 3144 to 4 percent interest and return 
1% to 2 percent to Government for income taxes. 

The 2 to 214 percent (after taxes) couldn’t be earned by Government in any 
event because Government would have to borrow money from public and Goy- 
ernment pays 2 to 214 percent on the public debt. 

Moreover, we never seem to be able to reduce our public debt, hence interest 
on the sums borrowed from the public (to enable Government to lend ship con- 
struction funds) might run indefinitely. 
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Banker's 2 to 244 percent would end in 20 years, at most, with life of 
ship. Thus, if Government can’t earn the interest it is preferable that no 
appropriations be requested from Congress. Let the bankers supply the capital. 

The reason bankers won’t lend money on United States flag vessels is that 
in event of foreclosure it is likely that banker could not dispose of ship for 
unpaid balance of loan. United States ships cannot be competitive with foreign 
vessels and ships usually are kept under United States flag by Government 
whether surplus to industry or not, as a national-defense measure. 

Only the Government can be expected to hold in reserve a vessel not needed by 
industry. In other words, supporting the cost of standby defense facilities is a 
matter to be paid for by all taxpayers, not a private business firm. Bankers don’t 
want even 10 percent of a vessel mortgage. 

The Government should not be expected to insure every ship mortgage pre- 
sented to it, however. It is possible for mortgagor and mortgageee to meet all 
financial, moral, and experience requirements and still tender for insurance a 
mortgage on some type of vessel which even the Government would have no inter- 
est in placing in the national defense reserve fleet. 

For this reason the Secretary of Commerce should be authorized to insure 
certain mortgages, but should not be directed to do so, in order that he might 
refuse to insure any vessel not suitable for reserve fleet. 

Since banker stands to lose nothing there is no way to assure that he will prop- 
erly service loan. Secretary of Commerce could refuse to insure mortgage at 
outset if loan looked unwise, but he could not thereafter give as effective super- 
vision to keeping loan healthy as the banker, being on the spot, could do. And 
banker having nothing to lose might not exercise as much care as is desirable. 
Due to this situation the Secretary of Commerce must make certain that his 
staff— 

(a) Does not insure any loan on a vessel which would not be desirable in the 
National Defense Reserve fleet (in case mortgage was foreclosed). 

(b) That the sum which could be outstanding on loan at time of a foreclosure 
is never greater than vessel might be worth to defense reserve fleet, viz, that own- 
er’s equity at outset of contract is adequate and that amortization schedule is 
sufficiently rapid. 

(c) That total number of vessels insured at any one time does not exceed num- 
ber which would be desirable in reserve fleet in case every insured mortgage was 
foreclosed by the Government. 

It must be pointed out to these persons who are skeptical about the bill be- 
cause the banker will lose nothing in event of default, that owner will lose his 25 
percent equity (12% percent on special type vessels) even though banker loses 
nothing. Thus no owner will borrow money unless program appears sound. 

Government would not only get the vessel for less than it cost, in event of fore- 
closure; Government would also get owner’s net worth and working capital 
(except in case of passenger vessels) which is pledged on the mortgage, together 
with the vessel. It is far from accurate to say that Government is taking all 
the risk. The shipowner assumes greatest risk. Banker assumes none; they are 
not investment (risk-capital) bankers, they are commercial bankers lending out 
depositor’s money. His interest is earned for furnishing money not making risk- 
capital investments. 

It should be pointed out that bankers were not only people who were unhappy 
last year about the potential 10 percent loss of banker. If United States Mari- 
time bought in the vessel at foreclosure for only enough to cover its mortgage 
plus foreclosure expense, the banker would have a 10 percent stake in the final 
sale or transfer of vessel to some third party. Such a sale would probably occur 
in a bull market for ships. Or United States Maritime might convey vessel to 
Navy Department, for instance, during an emergency. Values of ships are al- 
ways high at such times and even though Maritime charged Navy nothing for 
the ship, the banker would have reason to insist on a 10 percent participation in 
some estimated value of vessel. 

Such circumstances would make it necessary for Government to carry a con- 
tingent liability, in effect, on its books for many years. On basis of Government 
guaranteeing 100 percent of the mortgages, the essence of the whole matter 
seems to be that bankers and insurance companies will put up the money to finance 
ships, instead of the general public doing so via an increase in the national debt 
Bankers ask for interest rate up to 1 percent higher than the estimated prevail- 
ing effective yield for taxable 20-year maturity Government securities. 

This up to 1 percent higher interest rate is justified. The insured ship mort- 
gages are much less negotiable than ordinary Government obligations. They 
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will require substantial work to analyze each loan which is considered or made. 
They cannot be transferred or sold without United States Maritime Administra- 
tion’s approval. Obtaining approval would require substantial negotiations, and 
probably USMA would hold original mortgagee responsible, viz, hold him on the 


mortgage as a guarantor. 
If the Government does not wish to go along with this sort of a program, the 


alternative is for the Government to finance ship mortgages directly with appro- 


priated funds, if many ships are built. Shipowners are likely to build very few 


vessels if the entire construction cost must be put up by the owner. 

Mr. Duke. First, I am just a shipowner and, more specifically, a 
tanker owner, and when we think of the 100-percent guaranty, it 
seemed to me that the Government has been doing that under title 11 
in the sense that they furnish the money, so they were seemingly, to 
me, furnishing or guaranteeing 100 percent of the 75 percent which 
is the mortgage ine sffec t. 

Senator Burier. That is the point I have been trying to make with 
the Senator from Washington right along. 

Senator Magnuson. I don’t disagree with that. 

Senator Burrter. We have a historical background of 100 percent. 

Senator Magnuson. The Government has been doing that, but 
doing it themselves. 

Senator Burier. That is right. 

Senator Magnuson. They haven’t been doing it for somebody else. 
They haven’t been doing it for a bank or an insurance company; why, 
of course, everybody knows that. 

Mr. Duke. Senator, as a taxpayer for a minute, separate from be- 
ing a shipowner, it appeared to me that the lending of public funds, 
and the Government doesn’t have the funds in a reserve not presently 
being used, so they have to go out and get them a la public debt and 
raising it 

Senator Magnuson. No, no; that is where you are all wrong. 

Mr. Duke. It seems to me that way, Senator. 

Senator Magnuson. The public debt is only the deficit. The rest is 
bookkeeping. Now, if we have a budget this year of, say, $50 bil- 
lion and if the deficit is going to be $3 billion, the money that the 
Government gets and pays interest on is that $3 billion. 

Mr. Duxer. And, Senator, I am asking a question- 

Senator Magnuson. Otherwise the 47 is bookkeeping, and in the 
ratio of all projects, say, whatever percentage that would be, 10 per- 
cent or 8 percent, 8 percent of the money that they might put out on 
ship mortgages as a loan then would have to be financed by interest, 
but not the whole thing. 

Mr. Duxe. And the deficit, sir, is usually one, once paid off, which 
seems to never reduce the public debt again. That interest seems 
to go on forever. 

Senator Magnuson. As long as we have wars, it is pretty tough. 

Mr. Duke. I realize that. I am not blaming any one person. 

Senator Maenuson. As long as we spend 72 cents out of every tax 
dollar for direct military expenditures and another 8 cents for for- 
eign aid, and all these things that go with war, of course you are 
going to have a _ it, and the deficit this year is going to be just as 
big as it was last yea 

Mr. Duke. Is it, cas not the fact that whatever funds the 
Government makes available for a shi upyard to build a ship- 
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Senator Macnvuson. As a taxpayer let me give you one little lesson. 
Do you know what it costs to run the Government, actually, leaving 
fixed charges out, interest on a debt that is primarily a war debt ? 

Mr. Duke. Some 1: | billion. 

Senator Macnvuson. Ten cents out of your tax dollar, the whole 
business, including merchant marine subsidies, so I think they might 
even have come up here and asked for a little more. 

Mr. Duxr. Senator, is it not true, sir, that in order to make the 
money available, since the Government does not have it, they must 
on the one hand borrow it in order to lend it out on the other hand? 

Senator Magnuson. No, it comes into the Treasury; we pay taxes. 

Mr. Duke. When the shipowner pays off and reduces the mortgage, 
it doesn’t come back off the public debt again? 

Senator Magnuson. No, it goes into the Treasury. 

Senator Burier. That is right. 

Mr. Duke. I only say, sir, as a taxpayer, I am always a little fearful 
that—— 

Senator Magnuson. If we took in $47 billion, our budget estimate 
this year, and we appropriated $47 billion, we wouldn’t be borrowing 
anything. 

Mr. Duke. Then there is another problem, Senator. That is that 
the shipowner under title 11 found a great many problems, and 
Mr. Hecht touched upon the fact that all shipowners were not neces- 
sarily satisfied with the old title 11. For instance, we know that the 
Maritime Commission has its problems getting appropriations, and if 
you go over there to borrow money from them and you are not a sub- 
sidized ship line, I can assure you, you have quite some problem finding 
them with the money and as to when they will get the money from 
the appropriations, notwithstanding your committee’s interest in ship 
matters. It is quite another matter, and when they don’t have the 
money appropri: ated to them, they can’t lend it to you. 

Now, perhaps they may have been successful in the subsidized 
shipping lines in obtaining the Government’s money under title 11. 
But it seemed to be also, sir, another reason for Public Law 288 which 
is to say title 11 wasn’t wholly satisfactory to all people; that is, it 
broadened it so that it might cover some of our foreign commerce 
ships other than those in immediately contiguous areas. 

It broadened it for some of the, let us call it, predelivery time ex- 
penses, so it appears to me that Public Law 288 had some need for 
changes other than strictly the matter of shifting the burden from 
Government over to private financing. 

Now, I can’t argue the wisdom of whether the Government—this 
administration or any other—is in its wisdom on the right course to 
shift over, but I did want to develop the fact that I haven’t heard 
here today, that evidently there were some other reasons than merely 
shifting the burden over. 

Now Public Law 288 didn’t function as was hoped, and that is obvi- 
ous. Therefore, we came to the point of not returning to title 11, 
I hope, but instead, going on to something that is at least this broad- 
ened coverage for more of our foreign commerce routes. I have heard 
Senator Magnuson say surely we are not going to sit here with merely 
coastwise shipping and consider that adequ: ite for an American mer- 








66 PRIVATE FINANCING OF NEW SHIP CONSTRUCTION 

chant marine, and the old title 11 was a little limited in anything 
other than essential trade routes, a little of the contiguous foreign 
commerce, but nothing more than. 

[ also, sir—and this is offered merely for the purpose of hoping that 
it hasn’t been touched on here today and micht provide some useful 
food for thought I don’t feel that the average shipowner would be 
content to depend upon the Government inasmuch as it has that great 
difficulty getting the appropriation to lend you the money. 

finally, it didn’t worry me particularly as one shipowner that I may 
be forced to go to W all Street as is said bee: ause, as has bee hn we I] de- 
kate here, if I thought that would be the case, I would be directly 
Oppos “1 to this bill. But we ¢ an go to a great Many eee, sir, north 
r W all Street and outside of New York, Believe m < I haven't any 


though 1 of rong to Ne W York at all. 


Senator BurLter. You don’t like tho e subways. 
Mr. Duke. No, I don’t mind it, but I think there are other places 
to go, and I am thinking of Jacksonville, Fla., where under this law a 


banker, 1 believe, will lend me money. He has told me that he would 


look favorably upon it. 

Senator Buriter. You have one friend in Senator Smathers; he 
would be very olad to have you in Florida. 

Mr. Dukes. He should 


Senator Magnuson. When I use the term, that is Jacksonville’s 
Wall Street. “Wall Street” is a loose term. 

Mr. Duke. I realize that. 

Senator MAGNUSON. have no reflection on my friend who has offices 


down there. 

Mr. DuKE. Then, sir, the thing that seems never to have been stated 
quite well enough that I would like to draw attention to briefly is that 
no matter whether this banker is going to lose any money or the invest- 
ment trust or endowment fund or insurance company, the owner isn’t 
going to borrow any money from any banker merely because the 


banker is willing to lend it since he won’t lose any money if I have to 
put up 25 percent of the cost of that boa: or 1 14 percent in any event, 
and I am not thinking of these special purposes boats. I am not going 


to borrow any money from anybody just because the banker isn’t go- 
ing to lose it. Iam going to lose my money and my net working capi- 
tal that goes into this deal—I can’t run away with it in the last minute. 
Never mind what Walter Saunders or Wriston or anybody else is will- 
ing to lend me. I don’t want the money. I think what has been said 
here, that the Government can’t lose, doesn’t mean that the Govern- 
ment isn’t going to per hi aps ti ake in some of these mortgages, because 
it seems to me that the fact that the Government hasn't had any losses 
is partly related to the fact that they haven’t lent much money, to be 
very honest about it. And if there is any thought that the Government 
isn’t going to foreclose on some of these mortgages, it doesn’t coincide 
with my views, but I think it can be said that with a large sum of 
money outstanding, and any effort to have an orderly replacement and 
not wait until we have block obsolescence and replace the whole thing, 
you are going to have some foreclosures. 

If that were not the case, I could sell this thing to a banker, despite 
his ethereal reluctance to do it, but no banker wants even 10 percent 
of a United States-flag ship mortgage, nor any investment company 
wants it nor any endowment fund wants it. But the Government 
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says, “We would like to have some ships under reserve flag held 
captive whether useful to industry or not temporarily,” and if they 
get it in with a big enough downp: iyment of the owner already made 
and enough amortization to retire it, they are getting a bargain which 
is the kind of boat which originally should have had Government 
insurance. 

Senator Burter. You agree with my original statement that they 
would get a bargain even if ‘they had to take it back ? 

Mr. Duke. They m: iy take 1t back, but they can’t lose; they require 
sufficient downpayment and amortization. ‘They said they need re- 
serves. Reserves of boats have to be held by all taxpayers, not by a 
few private shipowners or bankers or endowment funds who are just 
private people. They can’t support a reserve fleet of tankers, and I 
would like to point out—tankers I am talking about—we don’t ask 
for subsidies. We don’t get them, neither construction subsidies, 
defense subsidies, nor operating subsidies. So I am not talking about 
the Government having any proprietary interest in what I am refer- 
ring to here now. It is purely any money and what money I borrow. 

Now, the Government has a proprietary interest, and I acknowledge 
it freely and quickly as a good American, that the flag protection 
is very fine, but they haven’t put any of their money into it, and I 
don’t want any of their money into it. And neither does the average 
tanker man, even including defense-feature subsidies as a rule, and we 
have to draw a line here about the Government’s proprietary interest 
in shipping. 

Let us disassociate those who do get construction subsidies, oper- 
ating subsidies, defense-feature subsidies, and those of us in this busi- 
ness to cover all of that that merely are going to build a ship, put 
our money in and borrow the rest and pay it all off, and I believe 
we can pay it off, and I believe we can borrow on it. But if they 
have to have, as heretofore has been the case in oil tankers, a charter 
which completely pays the charter out, even Admiral Denebrink 
has no such idea of those kind of charters. 

You can’t get a tanker built today unless you want to lay $7 mil- 
lion on the line in cash, and even Standard Oil of New Jersey, as a 
rule, doesn’t plan to do that, and certainly very few others could 
do it if they wanted to. Finally, it didn’t seem to me, sir, that the 
matter of whether this plus 1 percent is dealt with in a realistic way, 
and no doubt it will be—I have wondered, and I am not trying to — 
any banker out nor curry any favor—the banker I hope and expect 
to borrow it from isn’t here and will never read about this hearing, 
so I am not trying to butter him up, but how he would buy—— 

Senator Maanuson. He had better read the law. 

Mr. Duxe. He will read the law, but he won’t read this testimony, 
Senator—how he would be willing to lend money that is so difficult to 
get on the books and so difficult to process once he gets it on and so 
difficult to get rid of. It really surprises me that, except for today, 
he would be willing to think of a maximum 1 percent, but I think 
that has been dealt with adequately, and I rather believe and hope 
it will be a more flexible situation when it is written into law, 

Finally, that business of whether the estimated cost of the boat— 
and now I am a taxpayer ag rain—estimated cost of the coat, Senator, 
should be subject to a 75 percent or an 8714 percent loan for spec ‘ial 
things—as a taxpayer it seems to me it should never be more than 75 
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percent of the actual construction cost even though the estimated cost 
was greater because I can imagine as a t: ixpaye r—I am thinking as a 
taxpayer again—that some owner could get together with some ship- 
yard, estimate high and get 75 percent of 110 percent. It is the esti- 
mated value. J am not accusing people of dishonesty, but you have 
no business passing laws that leave that open. It should be the esti- 
mated or the actual, whichever is lower. 

Senator Butter. The estimated cost in this case would be the con- 
tract price between the owner and the shipyard. 

Mr. Duxeg. Suppose I don’t pay him the contract price because I 
made a change as Senator Magnuson brought out. 

Senator Butter. We have laws on the books that take care of those 
fellows. They go down to Atlanta or some other place. 

Mr. Duke. There seemed to be another point that has been well 
covered : this thing by all means ought to be permissive. Finally, some- 
thing that hasn’t been touched on today. Under some conditions the 
Maritime Administration should be able to return that mortgage to 
the mortgagee in the event some technical default has made it possible 
for the mortgagee to hand it to the Commission, Perhaps he wants 
to unload it from his portfolio, and he won’t even tell ie owner he 
is going to declare a default. If it is cleared up in a few days, it should 
be possible to return that mortgage to the mortgagee if it occurred 
before the mone y had been pi uid off, 

I don’t think that had been dealt with very adequately. And then 
finally, sir, the whole matter of this 10 percent problem, which has been 
touched upon as being apparently the main problem, is by no means, 
as we all know, the main or even the sole problem—maybe it has been 
the main problem, but not the sole problem—of the unattractive 
feature of 288. 

I am reliably informed the Maritime Administration themselves 
found a very difficult solution here in at what point does the banker, 
having lost 10 percent—if they take in a 90 pe rcent mortgage—cease 
to have an interest if, for example—and this is just one illustration, 
and I won’t deal with any others—suppose it is foreclosed, and at that 
point there is no third party bid ler. Maritime bids it in only for 
the amount of its mortgage, 90 percent of the total plus, let us say, 
the foreclosure expenses. It puts it in reserve fleet. There are no 
third party buyers at the price the maritime will let it go. A little 
later on it sells on any bull market—that is the only time likely you 
can sell the ship for more than they have in it—and the banker comes 
in and says, “I want my 10 percent over all you got out plus the lay-up 
expenses.” 

Suppose they transfer to Denebrink or his successor and don’t charge 
him anything for it as they didn’t for the 57 tankers he has. Then 
the banker says it would be a case of an emergency that they might 
give it to the military. Ship-market_values estimated theoretically 
might be very high, and in spite of Mr. Rothschild’s not charging 
Denebrink a dime, the banker might say that the tanker is worth a 
great deal of money, and he wants his 10 percent. 

Mr. Wenster. Is that similar to the Dollar Line problem? 

Mr. Doxe. I think it is a similar thing, and I am very reliably in- 
formed by Maritime that they, too, found some subst: antial objections 
to that 10 percent equity of the banker. 
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It wasn’t solely the banker who had that in mind. Again I am not 
bailing the bankers’ chestnuts out. They didn’t ask me to do it; they 
don’t need me to do it, and I thank you for the chance, sir, to say a few 
words. 

Senator Burier. Thank you very much for coming. We certainly 
appreciate it. 

Senator Magnuson. Mr. Chairman, I was just wondering, now that 
the suggestion has been made that there may be some foreclosures, if 
we have any prov ision in here for legal fees ¢ 

Senator Burier. I have some communications here to be made a 
part of the record. 

(Letter from Mr. S. S. Hawes and telegrams from Mr. Monro B. 
Lanier, Mr, H. P. Bish, and Mr. H. W. Pierce are as follows:) 

New York, N. Y., April 6, 1954. 


SUBCOM MITTEE ON WATER TRANSPORTATION OF 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
United States Senate, Washington, D.C 
(Attention: Mr. Donald D. Webster, special counsel.) 

GENTLEMEN: Our firm has been consulted on the drafting of Senate bill 3219 
relating to the financing of new ship construction. It is our opinion that if 
bonds are issued which were insured under the provisions set forth in this bill, 
they could be marketed successfully to the general public, under the market con- 
ditions existing today, within the limitation of interest rates contemplated in 
the bill. This assumes that the guaranty should be substantially as expressed 
therein, that the bonds are set up with the usual corporate trustee, and that they 
are negotiable instruments with the usual terms and denominations of publie 
issues of securities. 

It is also our view that the partially insured issues provided for under Public 
Law 288, 83d Congress, 1st session, are not readily salable. 

Very truly yours, 
BiyTH & Co., INc., 
By STEWART S. HAweEs, 
Vice President. 


PASCAGOULA, Miss., April 7, 1954. 
WATER TRANSPORTATION SUBCOMMITTEE, 
Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C.: 


9”° 


The general objectives of proposed bill 8. 3219 if passed will greatly stimulate 
private ship construction permitting the financing of the construction of a 
substantial number of ships by private industry for both coastwise and foreign 
commerce without cost to the Government. The shipyard which we operate in 
Pascagoula, Miss., employing approximately 5,000 people will within a short time 
be rapidly running out of work but we are in negotiation with several ship- 
operating companies for construction of 10 or more vessels which we feel assured 
will be built in event of the passage of 8. 3219. This is only a small proportion 
of the total immediate potential for the shipbuilding industry but if realized 
will permit the maintenance of this highly trained nucleus of skilled workers in 
continuous employment. In event of passage of this bill we will seriously con- 
sider participating by making investment in the securities junior to the insured 
mortgages of these economically sound projects which we have under 
consideration. 

Monro B. LANIER, 
President, The Ingalls Shipbuilding Corp. 
WASHINGTON, D. C., April 7, 1954. 


Hon. Joon M. BUTLER, 
Chairman, Water Transportation Subcommittee 
of Senate Interstate and Foreign Commerce Committee, 
United States Senate: 


As a member of the Shipbuilders Council of America, I urge favorable con- 


QO 


sideration and support of your committee of S. 3219 whose general objectives 
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will tend to promote ship construction and thus bolster our shipbuilding industry 
which is badly needed for national defense purposes. 
H. P. BisH, 
General Electric Co., Schenectady. 


CAMDEN, NEw JERSEY, April 7, 1954. 
Senator JoHn M. BuTLER, 
Chairman, Water Transportation Subcommittee, 
Senate Interstate and Foreign Commerce Committee, 
United States Senate: 

This corporation strongly supports the objectives of S. 3219 and believes that 
they would go far to encourge ship construction. New work is urgent if the 
shipyards of this country are to maintain even a nucleus of skilled personnel. 
Our information from owners and operators clearly indicates that it is impos- 
sible to attract investment in new ships without increase in Government guar- 
anty limitation of liability and provision of adequate interest rate. 

New YORK SHIPBUILDING CORP. 
H. W. Pierce, President. 


Senator Burter. Is there anyone else desiring to testify in connec- 
tion with this bill? 

If not, we will recess for the day. 

(Whereupon, at 6 p. m., the hearing was recessed. ) 
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MONDAY, APHKIL 26, 1954 


Unirep States SENATE, 
SupcoMMIrTtesE No, 4 on WATER TRANSPORTATION 
OF THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 2:35 p. m., pursuant to call, in Room G-16 
of the Capitol, Senator John Marshall Butler presiding 

Present: Senators Butler (chairman of the subcommittee) and 
Payne. 

Also present : Bertram O. Wissman, chief clerk; Donald D. Webster, 
subcommitte counsel; Robert L’ Heureux, counsel; and A. J. Bourbon, 
subcommittee staff member. 

Senator Burier. The subcommittee will come to order. The hear- 
ing this afternoon is on §, 3219. 

As you probably know, we held our previous hearing on this bill on 
April 8, 1954. At that time we heard from about a dozen witnesses 
representing various shipping companies, shipbuilders, banks, and 
insurance companies. ‘They testified in favor of the bill. 

Today we will hear from representatives of certain government 
agencies and from Mr. Ralph Dewey, representing the Pacific Amer- 
ican Steamship Association. 

I understand that the Bureau of the Budget has not as yet taken an 
official position on the bill. 

The first witness will be Mr. Ralph Casey from the General Ac- 
counting Office. 

Mr. Casey, will you please come forward, sir? 

Have you a prepared statement ? 

Mr. Casey. Senator, I have a statement that I prepared, but unfor- 
tunately I was not able to clear one part of it with Mr. Warren until 
today. So, I have not been able to have it duplicated; but I will, 
soon as these hearings are over, and will supply copies to the com- 
mittee. 

Senator Butter. We will make it a part of the record as soon as you 
have it prepared and submit it. 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE 


Mr. Casey. Thank you, Mr. Chairman. 

I am pleased to be here today to testify on this proposed legislation 
to facilitate the financing of ship construction with money obtained 
from private sources. 

I should state at the outset that the General Accounting Office is not 
opposed to this bill. In its broader aspects, the necessity and desir- 
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ability of the legislation are matters which this committee and the Con- 
gress must decide. Therefore, it will be my purpose, generally, to 
afford the committee such assistance as I am able in the course of its 
deliberations by analyzing the effect of some of the changes proposed 
and by pointing to some provisions which, in my opinion, would cause 
trouble or could cause trouble in their present form. 

First, it is my considered judgment that these amendments do not 
repeal, amend, or modify in any way those provisions of title V of the 
1936 act, which authorize financing of the purchase price of the ves- 
sel by the Government. 

Title XI, which authorizes the insurance of ship mortgages by the 
Government in cases where the funds are obtained from private 
sources to build vessels, has been a part of the Merchant Marine Act 
since 1938. This bill, of course, would amend title XI. It was 
amended last year, as you know, to eliminate some of the redtape that 
seemed to be standing in the way of obtaining private financing under 
its then existing provisions. 

The present bill is a proposal designed to make private investment 
in ship construction still more attractive. However, the road will still 
lie open for the industry and the Department of Commerce to have 
ships built under either alternative. 

By either alternative, I mean either under the private financ ing pro- 
visions of title XI or under the Government-financing provisions of 
the act 

I point this out, Mr. Chairman, merely because in previous hear- 
ings on this bill there apparently has been a question in the minds of 
some members of the committee as to whether this proposal has any 
effect on the provisions of law I have mentioned. 

The principal change which this bill would make would be to pro- 
vide for full 100 percent insurance by the Government of any loan or 
mortgage granted by a private financing institution to a shipping 
company, provided, of course, it meets the established eligibility 
requirements. 

In reporting on the bills which were proposed last year, the Comp- 
troller General suggested the possibility of requir ing outright partici- 
pation by the financing institution, without insurance, in some portion 
of the loan. 

The bill which subsequently became law did, in fact, require such 
participation by limiting the amount of the insurance to 90 percent of 
the loan. 

Industry representatives now maintain, in effect, that the require- 
ment for outright participation by the financing institutions has pre- 
vented the law from accomplishing its intended purpose, namely, to 
attract private financing into the ship-construction business. 

The General Accounting Office is unable to state unequivocally 
whether this provision, in fact, has the deterrent effect attributed to it. 

It is true, of course, that no financing has taken place since public 
law was enacted on August 15, 1953. At the same time it must be 
recognized that this alone cannot be taken as conclusive evidence of 
the unworkability of the law. 

Industry representatives themselves have conceded that there are 
many factors which have prevented ship construction, and I doubt 
that even the most optimistic of them will report to this committee that 
the present bill constitutes a panacea for their difficulties. 
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So, in the final analysis, it devolves upon this committee to decide 
for itself whether this liberalization of the financing provisions of the 
1936 act is necessary and desirable from the standpoint of the shipping 
industry, the financing institutions, and, last but by no means least, 
the United States. 

In the bill itself we are somewhat concerned with several specific 
provisions. 

First, turning to section 1104 (a) (2)—and I might say I have used 
the committee print throughout my analysis of the bill—which author- 
izes the Secretary of Commerce to estimate the construction cost to the 
mortgagor pr ior to the execution of the mortgage, and further pro- 
vides “such determination to be conclusive for the purpose of deter- 
mining the principal amount of the mortgage,” industry representa- 
tives have maintained that the purpose of this provision is to firm up 
the transaction involving the mortgage at the outset. They point out 
that the construction cost of a vessel is sometimes not known with 
exactness for a period of several years. 

There-are several ways in which this provision could, in operation, 
turn out to be a real clinker. Assume, for example, a case where the 
Secretary of Commerce estimated the mortgagor’s obligation me au 
ship to be $24 ee 1. This would call for a payment of 25 percent, 
$6 million in cash, by the ship operator or mortgagor and a loan of 7 
percent, or $18 million, by the financing institution. Suppose then the 
ship turns out to cost only $20 million. The estimate that was made by 
the Secretary of Commerce being final, the mortgagor has already 
obtained $18 million from the financing institution, and then, of course, 
is only required to put $2 million of his own money into the ship. Of 
course, there is the alternative that he could be required to make that 
much more payment and pay off that much of the mortgage. 

Senator Burier. That is just a little bit better than some of these 
FHA things we are reading about. 

Mr. Casry. Well, I don’t profess to know the details of the FHA 
thing, and, of course, there they have a 90 percent instead of a 75 
percent; but still it seems to me the trouble in the FHA thing is caused 
by the fact that some appraiser is given the right to fix the amount of 
the loan. 

Suppose, on the other hand—— 

Senator Burier. Let me read this. 

Mr. Casry. Yes. 

There is the other alternative, Mr. Chairman, where the estimate is 
$24 million and the ship turns out to cost $30 million. There the 
mortgagee, the financing institution, has only committed itself to pay 
$18 million. Somebody has got to make up the difference between $24 
million and the $80 million. It may be that the ship company that 
has undertaken to build the ship is not able to put out $12 million, 
whereas they could have been able to put out $6 million. 

Senator Butter. In all such cases, when the Secretary of Commerce 
makes a determination, wouldn’t he have in hand or have in the hands 
of the prospective mortgagor a firm contract to build the ship at a 
given figure, which could not be gone behind, either up or down ? 

Mr. Casry. Of course—— 

Senator Butter. It would be binding on everybody, wouldn’t it ? 
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Mr. Casey Of course, those contracts, Mr.-Chairman, even in a 
fixed-price contract, would have an escalation clause. They would 
have an escalation clause, and they would have provisions for changes 
in the design of the ship as it goes along. shen 

Some of these big ships will take 18 months, 2 years, in building. 
Any number of conditions may come into being in the course of the 
construction of that ship which would warrant changes in the design 
of the ship that wouid increase the price. Escalation alone will push 
it up. I suppose they might be able to estimate that, but they can’t 
estimate with too much accuracy because of the fact—that is why they 
put it in there. 

Senator Burier. I am afraid the question I asked completely backs 
up the statement I made when I became chairman of the subcommit- 
tee, that I am feeling my way in the shipping business. 

I thought you could make a firm contract to build a ship, the same 
as you could to build a building or any other piece of property, 
and have it produced at the contract price, and I didn’t know it was 
the rule in the shipbuilding industry to have escalation. 

Mr. Casey. That has been the rule; but, of course, that is born 
of, you might say, unstable economic conditions. I suppose if we 
ever get into a period where there are stable economic conditions they 
may be willing to risk a firm, fixed-price contract; but I believe we 
have got to take into consideration, in framing legislation, the pos- 
sibility that we may not have such conditions. 

Senator Burier. I hope you have some suggested amendment to 
cover this. 

Mr. Casey. Well, I have a suggested amendment, but I have talked 
to Mr. Henderson, the counsel for the committee of the shipping lines, 
and it may be that other witnesses will have a more feasible suggested 
amendment than I have; but I will give you mine, anyway. 

I have recognized there is a desirability for some firmness in this 
transaction, particularly from the standpoint of private investing in- 
stitutions, and I have suggested that where there is a deviation or a 
variation of more than 5 percent upward or downward between the 
estimated cost to the mortgagor and the actual cost to the mortgagor, 
authority would be available in the Secretary of Commerce and in the 
parties to the transaction to revise the transaction. 

Senator Burier. And such a determination in turn shall be final 
on all parties? 

Mr. Casry. That is right. 

Senator Butier. All right. 

Mr. Casry. Now, I do understand that there may be another sug- 
gestion made from other witnesses, which may, as I say, have more 
feasibility than this one. : : 

Senator Burier. It seems to me, unless something is done, if we 
can’t deal on the basis of a firm price, some such amendment is abso- 
lutely necessary if this bill is to be workable at all. 

Mr. Casry. There is a proviso also, moving to another section of 
the bill, in section 1104 (a) (2), the effect of which is to authorize 
an insured mortgage in the amount of 8714 percent of the cost in the 
case of what are referred to as special-purpose vessels or bulk carriers. 

It is the thought of the General Accounting Office that this com- 
mitte may wish to explore the necessity for increasing the customary 
(9 percent to 8714 percent in the case of these two types of vessels. ~ 
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Offhand, it seems to us a rather high percentage. Moreover, it is 
noted that no specific definition of the term “special-purpose vessel” 
or of the term “bulk carrier” is contained in the act. 

Considering the extent to which broad terms lend themselves to 
almost unlimited interpretation, it would seem that some limits by 
way of definit ion should be spe sled out in the act. 

Moreover, in connection with this same proviso, it is the view 
of the General Accounting Office that the requirement of a certifica- 
tion by the Secretary of Defense that such vessel be required for 
national-defense purposes is, for all practical purposes, meaningless. 

It has been our experience that there probably would be a tendency 
in the Department of Defense, so long as the cost of construction 
was not coming out of their aunee lations, to certify anything from 
a rowboat on up as being necessary for national-defense purposes. 

It has been on this theory that we have continually recommended 
that the cost of all national-defense allowances be paid from appro- 
priations of the Department of Defense. 

I may say that, viewed in its broad connotations, being necessary 
for national defense probably could very properly be construed as 
going to many types of vessels, in size, speed and everything else. I 
mean that 

Mr. Wesster. Mr. Casey, the statement which you have just made 
concerning the recommendations which you previously made, that this 
come out of the appropriations of the Department of Defense, raises 
the question in my mind of just in what context you have ever made 
that suggestion before. 

I, personally, am not familiar with it, though I have heard it has 
been made. 

Mr. Casry. Yes. We have made it before the House Merchant 
Marine and Fisheries Committee, in response to a request last year for 
suggested changes in the Merchant Marine Act. In fact, it was first 
made by us in our special report of July 11, 1949, in reporting the 
transactions involving the steamships United States, the /ndependence 
and Constitution, and the three ships for the American President 
Lines to the Congress. 

One of the recommendations we made there for legislative changes 
was that hereafter the national defense allowances be paid out of 
appropriations for the Defense Establishment rather than of the 
Maritime Administration. 

We, of course, were referring principally to the steamship United 
States, where the national defense allowances amounted to some $25 
million in the cost of the ship, and we felt that under the present 
law, which merely requires the Secretary of Navy to certify th: at the 
national defense allowances are necessary to the national defense, it 
doesn’t impose any obligation, so to speak, upon the Secretary of 
Defense, or the Secretary of Navy either, but if he was paying for 
it—and, really, it is part of the whole national defense picture; in 
other words, if it is a defense feature—then it would come out of the 
defense appropriation. 

Now, if it is necessary for $25 million worth of speed in the steam- 
ship United States, as against a couple of cruisers, that should be the 
determination when we are spending money for national defense. 
Is it better to spend it on speed for passenger vessels or cruisers ? 
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Senator Burier. Mr. Casey, it just occurs to me that suggestion 
would defeat one of the principal purposes of this legislation. If you 
take the view that national defense features must be paid for out 
of the appropriation of the Department of Defense, then you bring 
them into the appropriation pic ture. They have to come up here 
to the Congress and get their money, which holds up the contract 
for construction of the ship, and you get tied up again in congres- 
sional committees, and everything of the kind, whereas the object of 
this bill was to let the owner, the builder of the ship deal with one 
department, the Department of Commerce, to get his ship built and 
get it built on the basis of the deal between himself and one other 
ae ween of the Government. 

Mr. Casry. Pe rhaps I haven’t made clear exactly how this ties in. 

The De partment of Commerce will have to come to the C ongress 
for appropriations even under this bill to pay for the subsidy in 
national de fense allowances in the case of vessels being cons tructed 
under title V. This merely permits the financing of the balance of 
the cost of construction of the ship from private sources. 

In other words, to explain exactly what the situation is, in the 
case of the 4 vessels th it they now have under consideration, the 2 
fo! the Moore Mi ‘Cormick Line Ss and Zz for Grace Lines, they originally 
figured they would have to ask for an appropriation of $100 
million to build those 4 vessels, which means build the vessels 
under contract to the Maritime Administration and the ship con- 
struction company and simultaneously execute a contract of sale 
to these 2 compan to sell those 4 vessels to them at the reduction 
in price that ead te equivalent to the subsidy in national defense 
allowances. Under this bill, they would still have to come up and ask 


for, say, $40 million, which would cover the cost of the subsidy and 
national-defense allowances, the other 60 being financed from private 
sources. So, all it means is the Maritime Administration would come 


up and ask for an ap us iation for such moneys to cover the subsidy, 
but the Department of Defense would have to come up and ask for 
the money to cover the national-defense allowances. Somebody 
would have to come, nose. 

Mr. Werster. Mr. Casey, assuming that you premis e is correct, 
that the Department “at Defense would be more cautious in approving 
expenditures for national-defense features if those national-defense 
features were paid for out of its own ap propriations, wouldn’t it be 
more cumbersome in that you would have, in a sense, a dual respon- 
sibility for each vessel ? 

For example, the defense-feature aspect of a particular vessel would 
be the pocketbook headache of the Department of Defense, whereas 
the rest of the vessel would be the financial responsibility of the De- 
partment of Commerce, and I think what the chairman, as I inter- 
preted the question, meant was when you have a more complicated 
interdepartmental situation of that sort it might well become more 
cumbersome and difficult and, even though perhaps cheaper to the 
taxpayer, it might result in an overly cautious national defense. 

Perhaps the national defense which we get out of it today is ex- 
travagant, but there is no question on this approach that we get 
maximum defense. 

Mr. Casry. Well, I am not too sure we do. In other words, our 
theory is exactly the opposite, that the Defense Establishment should 
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establish their defense requirements, taking into consideration those 
phases of the merchant marine which they “think are over and above 
commercial requirements but are necessary in their opinion for 
national defense. 

Now, they are in there, anyway. In other words, it doesn’t bring 
another department in that is not already in the picture. The 1936 
act requires that the plans be submitted to the Secretary of Navy for 
certification on the national-defense allowances. It just doesn’t require 
him to pay for them. 

Mr. Wesster. You are simply saying it makes him more cautious 
about what he would approve as a national-defense feature ? 

Mr. Casey. I think that goes without saying. 

Mr. Wesrster. I agree. I agree, and I go further and I say it might 
make him overly cautious so that we wouldn’t get as much national 
defense. 

Mr. Casry. Well, that—— 

Mr. Wesster. If he is not merchant-marine canscious, then our mer- 
= ant marine might not be as useful in national defense as it presently 

, because this is not out of the Secretary of Defense’s appropriation. 

Isn’t that correct ? 

Mr. Casey. Well, that’s true. You are going to have him certifying 
things that he would pass up if he had to pay for them. 

Understand, we are getting a little bit off the track, because I only 
mention this payment of cost of national-defense allowances as a 
theory upon which we have receipted in connection with other pro- 
posals to amend the 1936 act. It actually doesn’t have anything to 
do with this bill, except as I pointed out, having the Secretary of 
Defense certifying a vessel is necessary for national-defense purposes 
is not going to be much of a safe ouard. 

Senator Burter. Would there be anything to this approach: Where 
you have national-defense features in the vessels, let the Government 
build the vessel and charter it to the owner who would like to operate 
it; and where there is no national-defense feature—and I think the 
day should come that we start to build vessels without considerations 
of national defense—build a freighter because we need it, or build 
a dry-cargo vessel, or bulk carrier, or something, just the same as our 
competitors on the high seas build them, without putting a lot of 
things in them that may be needed for national defense, because in 
time of eme rgency those ships are just as valuable as any other ships, 
and a ship isa ship ; and I remember the days in World War II when 
we would have given millions and millions of dollars for anything 
that had a bottom on it and a propeller to drive it. 

So, I have always thought we ought to get away from the concept 
of all this national-defense business and build useful, everyday, ordi- 
nary ships that are being built by the nations we are competing with 
on the high seas; and if you want a highly classified vessel, go ahead 
and let the Government build it and charter it to the people who 
operate it. 

Mr. Casry. That is true; but, of course, right today speed is the 
only thing that is being considered a national-defense feature that is 

causing any trouble at ‘all. In other words, in the case of building a 
cargo vessel, the y would build it, for example, to the commercial re- 
quirements of 18 knots. Now, the Navy says, “Well, that’s fine, but 
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as long as we are building a vessel, let’s put some reserve speed in there 
so if we have an all-out war we will get a vessel that can run without 
a CONVOY. Now, it’s better to provide for that speed now than it would 
be to wait until we have a war and actually the vessel will not be as 
useful, an 18-knot vessel, as a 20-knot vessel would be. 

That has been the theory upon which they have added this cost to 
the ship and added sonie speed in there that is not commercially usable, 
ind the operators wouldn’t put it in if they had to build the ship out 
of their own money; but the Government feels that it is a good invest- 
ment and I, personally, am inclined to agree with them, that they ought 
(0 put something in there, looking ahead to the day we may need it in 

ise of an all-out emergency. 

Mr. Wessrer. Mr. Casey, just to get us back—I think I took you 
off there into another field, but the proposition which you have stated 
sa very interesting one and I think has an awful lot to recommend it. 

Now, as I understand it, you had said that the General Accounting 
()ffice feels that the requirement for certification by the Secretary of 
Defense that such vessel be required for national-defense purposes iS, 
for all practical purposes, meaningless; but would you eliminate that 
provision in this bill? 

Mr. Casry. No; I would leave it in there, but I want to point out to 
the committee that it should not be misled in thinking that it will get 
a safeguard in there that is going to have a tight operation to it. It 
ounds fine, but I question how much value it is going to be. However, 
1 wouldn’t take it out. 

I should like to comment briefly on the interest-rate provision in 
paragraph 5 of this same section. It is on page 8 of the committee 
print. 

Senator Burter. Where are you now on your statement ? 

Mr. Casey. I am on page 6. 

Senator Burier. Good. 

Mr. Casry. So far as we have been able to appraise this provision, 
t seems to be sound. However, we should like to point out that actu- 
ally the size of the interest rate is of principal concern only to the 
mortgagor and mortgagee. The Government would not be required to 
pay the interest rate except in the case of a default, and then only for 
an extremely limited period of time. Consequently, we have not at- 
tempted any detailed analysis of this provision. 

We micht offer the comment, however, that the Secretary of the 
Treasury, rather than the Secretary of Commerce, would seem to be 
the proper official for determining the “estimated prevailing effective 
vield for Government securities which are subject to all Federal in- 
come taxes of zU-vear maturities”. 

Paragraph 9 of this same section includes the so-called sole recourse 
provision, which is contained in section 3 of Public Law 586, which 
was the long-range bill. The effect of this provision is to authorize the 
inclusion in a mortgage covering a passenger vessel of certain charac- 
teristics of a provision to the effect that the sole recourse against the 
mortgagor in the event of default shall be limited to repossession of 
the vessel. 

The provision, as it has been copied from section 3 of Public Law 
586, very significantly fails to include the following sentence, and I 


quote: 
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Such vessel upon surrender shall be (1) free and clear of all aliens and encum- 
brances whatsoever, except the lien of the preferred mortgage, (2) in class, and 
(3) in as good order and condition, ordinary wear and tear excepted, as when 
acquired by the purchaser, except that any deficiencies with respect to freedom 
from encumbrances, condition, and class may, to the extent covered by valid 
policies of insurance, be satisfied by the assignment to the United States of claims 
of the purchaser under such policies of insurance. 

We see no reason why the United States should not be entitled to at 
least having the vessel returned to it in as good condition and free of 
other liens where the vessel is to constitute the sole security for the 
loan. 

It is not too difficult to envision many ways in which the absence of 
any such requirement in the law could prove extremely detrimental 
to the United States. 

Section 1104 (e), page 13 of the committee print, now reads: 

The Secretary of Commerce is authorized to charge and collect such amounts 
as he may deem reasonable for the investigation of applications for insurance. 

It further provides that: 

Unless otherwise agreed, the charges for any such services shall be paid by 
the mortgagor or the borrower. 

This provision, it seems to us, is ambiguous in its present form. 

If the cost of investigation of applications for insurance is always to 
be recovered by the Government from someone, that is, from either 
the mortgagor or the mortgagee, the word “shall” should be substituted 
for the words “is authorized,” and in the latter part of the section an- 
other change should be made so that it will be clear that the charges 
will be paid by the mortgagor or borrower, unless by specific agree- 
ment that obligation is assumed by the mortgagee or lender. 

I, personally, am inclined to think that might have been the intent 
of the drafters of the bill, that the Secretary of Commerce would al- 
ways collect the cost of investigating an application for insurance 
from someone, and I think in the latter part of the section they meant 
unless it is specifically agreed to be assumed by the mortgagee it would 
be assumed by the mortgagor. 

I confess we have been unable to figure out . 

Senator Burier. Before you go on to that statement,—— 

Mr. Casey. Yes. 

Senator Burier. Let’s go back to the quoted part on page 7 of your 
statement, that the vessel must not only be free of all liens and en- 
cumbrances but be in class and in as good order and condition, ordinary 
wear and tear excepted, and so forth. Do you think you could do any 
financing with that provision in there? 

Do you think it is up to the mortgagee to see that the vessel is in class 
and kept in class and is not used in a way other than the ordinary way 
the vessel should be used ? 

Mr. Casey. I think before the vessel is returned to the Government 
that someone should see to it that it is in good condition and free of 
lien. 

Senator Burier. That would be primarily the obligation of the 
mortgagor but you wouldn’t expect the mortgagee, in face of his guar- 
anteed mortgage, to put a vessel in class and still expect to get any 
financing; would you? 

Mr. Casey. No. I assume possibly that could have been taken care 
of. This requirement could have been left in the mortgage, if it was 
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left a matter of administration, but I think it should be written into 
the law so it will have to be put in the mortgage. In other words, 
I think the United States should be guaranteed, when the vessel is 
the sole security, that someone is not going out and get other second 
mortgages and other liens on it, so when we get it back we have got 
something encumbered, or the vessel run down. 

Senator Buriter. You don’t care anything about second mortgages 
because your first mortgage has priority. 

Mr. ( ‘ASEY. Well, I suy ppose so. 

Senator Burier. What other lien would take priority over your 
first mortgage ¢ 

It seems To me it comes down to the que stion of the vessel being in 
class and being used in a way that is usual and ordinary and I think 
you are asl ing too much of the mortgagee to assume that risk and 
still lend his money. 

Mr. Casry. Well, I don’t know that that is actually asking too much. 
t think it is asking too much to have the Government assume the risk 
of the vessel not being in class when they vel it back. 

Mr. Wenrsrer. Is it your position that ordinarily recourse is not 
limited to the vessel itself but as well to the net worth of the borrower ? 

Mr. Casry. That is right. Of course, that was an innovation, so 
to speak, in the bill which was enacted last year. 

The argument was, in the case of the passenger vessels, that nobody 
that has got a big cargo fleet is going to endanger all their assets by 
building a large vessel that might turn out to be a flop. So, they 
wanted to be sure if they were building passenger vessels the recourse 
would be limited to the vessel itself. 

Now, I think—— 

Mr. Werster. Do you think the net worth of the borrower, the mort- 
vagor, could be put on the block to the extent of retur ning the vessel 
in class, in the case of default, looking pe rh: ips to the net worth of 
the mortgagor or the borrower ? 

Isn’t that in a sense what putting the provision in the mortgage 
would 

Mr. Casry. Yes. I’m inclined to think—TI don’t think there is too 
much difficulty over this prov ision, really, but in reality what it would 
do: It would lessen the sec urity of the mortgagee, and he would never 
know exactly what was sec ured or what he would get out of the money 
he had advanced, what he would get back. 

I am not too sure about this, Mr. Chairman. I think most of these 
vessels are required to be inspected once a year, anyway, and get a 
certificate from the American Bureau of Shipping that they are in 
class. If so, I don’t think there is too much of a policing job necessary 
on the part of the mortgagee. 

[ won’t say the provisions aren’t necessary, because I think it should 
be in there, but ines — 

Senator Burier. If the chance is as small as you think it is, then 
in the interest of defense and in the interest of having a merchant 


marine, why shouldn’t the Government assume that li: ibility 2 2 
hl ‘sEY. We didn’t assume that when we enacted the long- range 
bil 


Senator Burier. Thatistrue. You didn’t have a guarantee. either. 
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Mr. Casey. No. Of course, the long-range bill provided for Gov- 
ernment financing as the basis of the act rather than the private 
financing. 

Senator Butter. That is right. Now, you are asking private per- 
sons for finance money for the construction of ships, and you are Bay- 
ing, “We are going to give you a 100 percent guarantee, but when the 
time comes to pay we may deduct 5, 10, or 10 percent of the guar aritee 
to put this vessel in class” which would make the obligations of the 
private investor just worthless. He wouldn't want to assume the obli- 
eae He wouldn’t want to assume the risk. 

Mr. Casey. Mr, Chairman, may I suggest you take this up with the 
industry people because I had the same idea you did when I analyzed 
the bill, that they might have deliberately left it out. However, I did 
speak with Mr. Henderson, whom I assume was the principal cee 
man of the bill, and he did not leave it out deliberately. So—— 

Senator Burrter. Good. Fine. 

Where are we? Inthe middle of the page on eight ? 

Mr. Casey. I think we are on eight. 

Senator Burier. Yes. 

Mr. Casry. I confess we have been unable to figure out from the 
language of section 1105 (a) (1) precisely what is intended so far as 
concerns the rights of the mortgagor and the mortgagee in the event of 
default. The provision seems to give the mortgagor a right to remove 
and remedy the failure to pay any installment of principal or interest 
under an insured mortgage for 30 days after the due date. At the 
same time it seems to give the mortgagee the right to demand from the 
Government the whole unpaid principal of the loan immediately upon 
default. 

If we are right in this, the following could happen: Assume a pay- 
ment of principal and interest would be due on July 1. The mortgagor 
fails to make payment on July 1 and on July 2 the mortgagee demands 
payment by the Secretary of Commerce of the unpaid principal amount 
of the mortgage and interest and tenders assignment of obligations 
to the Secretary of Commerce. On July 3 the mortgagor sends in his 
check for the overdue installment of principal and interest. The sec- 
tion provides, however, unless the Secretary of Commerce finds within 
30 days from the date of demand by the mortgagee that there has been 
no default, which in the hypothetical case he could not do, or that the 
default was removed and remedied prior to such demand—he can’t do 
this either—the Secretary of Commerce is required to accept the as- 
signment and promptly pay the mortgagee the full unpaid principal 
amount of the mortgage and the unpaid interest thereon to the date 
of payment. 

Of course, if this interpretation be correct, it would seem to leave 
the mortgagee in a position to ask the Government to take over the 
loan on the basis of what would be tantamount to almost a technical de- 
fault. In fact, while I do not suggest that it would ever be done, I 
am inclined to think it would leave the mortgagors and the mort- 
gagees in a position to transfer all these loans to the Government at 
any time. If so, regardless of whether this would ever materialize, it 
probably should be guarded against by appropriate provisions in the 
statute. 

Without professing to be in any sense an expert in this field, it would 
seem to me reasonable to give the mortgagor 30 days from the due date 
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- any installment to remove or remedy the default before the mort- 
gagee should have a right to demand the proceeds of the loan from the 
( rovernment. 

That is on pages 14, 15, and 16 of the committee print. 

You notice that the bill provides that in 1105 (a) (1): 

In the event of the failure of the mortgagor to pay any installment of princi- 
pal or interest under an insured mortgage, or in the event of any other act or 
failure to act of the mortgagor which gives the mortgagee the right to foreclose, 
or in the event 
and here we come to the default— 
of failure on the part of the mortgagor to remove and remedy the default within 
30 days, the mortgagee shall have the right at or before the expiration of 60 days 
after any default in the payment of principal or interest, and in the case of any 
other default at any time during the continuance of such default, to demand pay 
ment by the Secretary of the principal amount of the mortgage 
and so forth. 

In other words, it may be my interpretation is not correct, but Iam 
inclined to think what it attempts to dois give the mortgagor the right 
to remove the default within a period of 30 days, such as you have in 
the case of a life-insurance policy, 30 days to make the payment, but 
at the same time it i gagee the right at any time 
after there is a default to make a demand for the payment, and then 
it provides unless the Secretary of Commerce finds there has been no 
default or unless he finds there has been a default which has been re- 
moved prior to the demand, he has to pay over to the mortgagee the 
complete unpaid amount of the principal. 

I notice in section 1105 (b) the secretary of the Treasury is substi- 
tuted for the Secretary of Commerce as the person to make payment 
in the event there are now moneys left in the insurance fund. 

I am advised by the accountants in our office that the Secretary of 
Commerce would not be the one to make payments of this kind, re- 
gardless of whether the money is to be paid out of the fund or out of 
an appropriation made pursuant to the authorization contained in the 
act. This, of course, is a technical matter of relative unimportance. 

Section 1105 (c) (1) on page 19 of the committee print provides in 
the event of a default an acceptance or assignment of the mortgage by 
the Secretary of Commerce. He may determine that the interests of 
the U nited States do not require foreclosure of the mortgage. In such 
event, the legislation would provide : 





He may make such agreement with the mortgagor as, in the opinion of the 
Secretary of Commerce, will result in remedying the defaults. 

That is on line 14, on page 19, of the committee print. 

We believe this language to encompass far greater authority than 
is actually intended. 

The purpose apparently is to authorize the Secretary of Commerce 
in such a case to make a new agreement with the mortgagor relative 
to the repayment of the loan. This new agreement could presumably 
include a rescheduling of the amortization and possibly a deferral 
of the past-due interest payments. In other words, the agreement 
that the Secretary of Commerce could make would be one within the 
framework of the act and one which would be designed to recover to 
the United States all the principal and interest due under the mort- 
gage originally executed. However, under the bill as it now reads 
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literally there would be no limit to the agreement the Secretary of 
Commerce might make. Some safeguard should be included here, 
we feel. 

Finally, we have the so-called final and conclusive provision of the 
bill. When title XI of the 1936 act was amended last year by Public 
Law 288, there was added a new section providing that any contract 
or insurance commitment entered into by the Secretary of Commerce 
under this title should be final and conclusive and not subject to avoid- 
ance by any officer, employee, or agent of the United States, except in 
cases of fraud, duress, or mutual mistake of fact. 

The present bill would modify this language somewhat, but not, 
I assure you, for the purpose of making the contract any the more 
reviewable by the General Accounting Office under the amendment 
effected.by Public Law 288. 

The ¢ ‘omptroller General has consistently opposed these provisions 
in all types of legislation. It is his uncompromising position that 
provisions of this kind are inconsistent with the system of checks and 
balances upon which the very foundations of our Government rest. 

The General Accounting Office was established as an agenc y of the 
Congress and empowered to take effective action whenever the execu- 
tive branch of the Government attempted to execute commitments 
which transcended the provisions of applicable statutes. 

Provisions of this kind completely destroy this power and leave 
administrative officials free to administer and interpret as they see fit 
the laws which the Congress enacts. 

It is true, of course, there have been provisions of this type enacted 
into law in certain fields of specialized activities. 

When the amendments to title XI were proposed last year, we 
objected, though mildly, to this provision. We recognized that, by 
reason of the nature of the legislation and the purpose it was designed 
to accomplish, there was an overriding necessity for cloaking the 
insurance commitment with a maximum of firmness and finality. It 
was on this basis that the reports of the Comptroller General to the 
House and Senate Committees did not express objection to the final 
and conclusive provision. 

When the industry representatives testified before the House Com 
mittee on Merchant Marine and Fisheries on this present bill several 
weeks ago, the question of this provision was discussed at some 
length. In reading the transcript of those hearings, you get the im- 
pression that some members of that committee, and possibly some of 
the shipping industry representatives, feel that the provision in this 
bill will effectively remove the Comptroller General and the General 
Accounting Office from situations similar to those involving the ves- 
sels United States, Independence, and Constitution. I cannot state 
too clearly or too emphatically that the provisions would have no 
such effect. 

Perhaps I can best explain why this is so by using figures with 
which we are more or less familiar. Assume, for example, that the 
steamship United States were to be constructed today under the pri- 
vate financing provisions of this bill. The operator’s share in the cost 
of the ship, $28 million, he would put up $7 million in cash and 
borrow $21 million under a mortgage which the Government would 
insure. The mortgage agreement and the insurance contract would 
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not be contestable, or, to put it another way, their legality would 
not be open to question by the General Accounting Office. However, 
that is not to say that the General Accounting Office might not ques- 
tion and, in fact, declare illegal the contract under which the con- 
struction differential subsidy and national defense allowances are 
assumed by the United States Government. 

This bill does not in any way, shape, or manner infringe upon the 
authority which the General Accounting Office now has to review 
that phase of the transaction. 

I anticipate that pointing out the limited finality contained in the 
present bill may have some detrimental effect upon the investment 
interests. | gather from testimony of industry representatives that 
it may not be enough to guarantee the private loan to the hilt, so 
Lo speak, 

It has been stated that insurance companies and banks have no 
desire to become parties to transactions, any phase of which may wind 
up in the courts or even result in a def: ault by the mortgagor. 

With this in mind, I suggest, on behalf of the Comptroller Gen- 
eral and the General Accounting Office, that the Congress give con- 
sideration to the following basic and, to my mind, all-important 
proposal: Let us amend = V of the 1936 act in such a way that, 
upon final determination by the Federal Maritime Board of a con- 
struction differential subsidy and national defense allowance for a 
vessel to be constructed there ‘unde ‘r, no contracts encom passing such 
determinations shall be made for a period of 60 days, within which 
time the Comptroller General shall conduct an audit of the trans- 
action and render a report to the Congress, with a copy to the Fed- 
eral Maritime Board, containing his findings and conclusions with 
respect to the determinations made. 

This proposal would also become part of the present bill, so that 
the proposed insurance commitment would also be the subject of an 
audit and report prior to actual execution. 

I might point out that in some cases the subsidy agreement and 
the insurance commitment are really part of one and the same 
transaction. 

Under existing law, the head of any executive department may re- 
quest an advance decision of the Comptroller General with respect. to 
any question involved in a payment to be made by or underthem. This 
decision, when rendered, is binding upon both the executive branch 
and upon the General Accounting Office in auditing the account con- 
taining the payment. However, the law has been construed as limit- 
ing the request to specific legal questions posed for decision by the 
administrative agency head. Consequently, the Secretary of Com- 
merce or the Chairman of the Feder al Maritime Board is not now 
authorized to request the kind of a review of the subsidy determina- 
tion or the insurance commitment that would be authorized under the 
proposal I have just made. 

I should state also that the proposal does not increase in any way 
the existing authority of the Comptroller General or the General 
Accounting Office. It merely imposes upon us an obligation to do in 
advance of the execution of contracts in this field what we have a 
clear and specific right—in fact, obligation—to do after the contracts 
have been executed. Likewise, with respect to the Department of Com- 
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merce, it does not detract in any way from its existing authority, except 
to the extent they are required to wait 60 days after the determination 
before executing the contracts. 

This committee will readily see that the obvious purpose of the pro- 
posal is to make known to the Congress, to the executive branch, to the 
shipping industry, and to the investment business and general public, 
in advance of the execution of any commitments, the views of the 
Comptroller General and the General Accounting Office. 

It is our fervent hope, if enacted into nw, this proposal will go a 
long way toward preventing a repetition of the difficulties involved in 
situations such as the United States Lines and American Export Co. 
cases. 

That concludes my statement, Mr. oe 

Senator Butter. Thank you, Mr. Casey. 

That last provision would, in e fisct, be almost by way of substitution 
of the bill I introduced, S, 3162 

Mr. Casey. Yes, the so-called Butler bill that would amend the pro- 
visions of title V to require open hearings, and so forth. 

Mr. Wesster. Do you prefer this approach to the Butler bill ? 

Mr. Casey. By all means. 

Mr. Werster. Would you __ us the basic reasons why you do? 

Mr. Casey. Well, I have been convinced for some time that the 
Butler bill provides for—it is a radical procedure, but I don’t think it 
is feasible. It sounds cood on paper, but it would provide for open 
hearings in the Department of Commerce every year. 

Open hearings would mean that the attorneys of all the shipping 
companies would be in there for weeks at a time, cross-examining and 
examining every witness and every employee of the Department and 
Maritime Administration that had anything to do with computing that 
subsidy. 

These subsidy determinations are educated guesses, so to speak. 
They are not subje ct to cross-examination. 

You are going to reach a point, as we have reached, where we have 
got to ti ake the evidence and say, “Well, that’s the best evidence you 
have got. but it’s not evidence that would stand up in a court. 

We in the General Accounting Office couldn’t afford the personnel to 
participate in the de liberations that would be necessary every year 
to fix these subsidies down at the Department of Commerce, and then, 
after they are fixed there, there would be a report to the Congress. 
That report would be referred to the Senate Committee on Interstate 
and Foreign Commerce and to the House Committee on Merchant Ma- 
rine and Fisheries. They would then hold further hearings before 
the two committees. 

Every year this would go on, and unless the report were modified by 
a joint resolution of the Congress it would be the final and conclusive 
subsidy provisions. 

In my opinion, it is an attempt to get the General Accounting Office 
out of the way by reason of writing in a final and conclusive provision, 
which they don’t think they could get through politically ; but they are 
trying to do it in this indirect way. 

‘Now, I realize I am speaking to the man who introduced the bill, 
but that has been my personal feeling about the bill for some time. 

Senator Burier. I am very happy to have your opinion of the bill. 
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It just occurs to me, however, under your plan, we won’t get many 
ships built because you fellows have got a pretty sharp pencil down 
there, and I doubt if you can get any ships built. 

Mr. Casry. I am not inclined to agree with that. I think that, as 
evidence of it, Mr. Chairman, we did substantially this in the case 
of the price of the Mariners that was recently computed. 

Now, in that case the Chairman of the Federal Maritime Board re- 
quested an advance decision of the ¢ ‘omptroller General as to whether 
le had any objection to the price of the Mariners. We went out of 
our way to conduct our audit of that determination prior to rendering 
that dec ision. 

The law doesn’t authorize it, really. The law authorizes the Mari- 
time coed to request our dec Isilon On any specific question that they 
have before them in connection with the determination. It doesn’t 
authorize them to ask us for a blanket clearance, which is what they 
did. 

Having requested it, it forces us then to put up or shut up, so to 
speak. In other words, we have got to take a position right then and 
there, either that there is or is not any legal objection to the determina- 
tion made. 

It seems to me if we are going to take that position and have that 
authority, we may as well step in at the time the transaction is open, so 
to speak, and no one has executed commitments binding themselves to 
something they think is a legal contract which we later declare to be 
illegal. 

I think we could probably do this, anyway, in a way. 

Back when the contracts were executed for the steamships l/nited 
ates and the /ndependence and Constitution, the contract for the 
construction of the superliner, steamship U/néted States, was executed 
on April 11, 1949. We had our report to the Congress criticizing that 
determination and holding that subsidy to be in excess on July 11,3 
months later, 90 days. 

At that time—I know the chairman has been advised by the Comp- 
troller General—only 1.1 percent of the construction of that ship 
had taken place. So, we really, in that case, stepped in and did that not 
before the contracts were executed, but almost simultaneously with 
them. 

Senator Burier. Wasn’t that 1.1 percent more than should have 
done and you could do anything about ¢ 

Mr. Casey. No; I don’t think so. 

There was some question at that time whether they should hold 
up the construction until this question, the question of the legality 
of the sales contract, was resolved ; but, if course, there was a binding 
contract between the company that built the ship and the Gov- 
ernment. In other words, that contract was not in issue. It was only 
the sales contract between the Government and the United States 
lines that was really at issue, and on that theory we let them go 
ahead and build the ship. Of course, they let the thing slide along 
then until the ship was ready to be delivered before it was brought 
to a head as to what was going to be done about the sales contract. 

Senator Burter. There has been such a wide variation in the edu- 
cated guess of the General Accounting Office and the educated guess 
of the builder and the owner that I don’t see how you would ever 
build a ship. 


NT 
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Mr. Casey. No, Mr. Chairman; that is not really correct. Take the 
case of the /ndependence and the Constitution. ‘They redetermined 
the subsidy for those two ships, after we criticized the original de- 
termination, and in February of 1952 they came out with a new 
report, the Federal Maritime Board, prior, L think, to—well, Mr. 
Williams was on the Board, but prior to Mr. Rothschild and Mr. 
Upton. We reported to the Congress in our audit report of that year 
that that determination was the best that couid be made upon the 
basis of the information available to the Board. 

Of course, then, the thing was reopened again at the request of the 
American Export Lines and we went to Holland to take testimony 
from the shipyard that offered to give us their estimate as to what it 
could be built for in their shipyard in 1948. 

We came back and they revised their subsidy determination. 

We again agreed that the subsidy determination was the best that 
could be done and that there was an honest and conscientious effort 
made by the Board to get the material and testimony from the ship- 
yard witnesses seemed to us to be well supported, with one exception, 
and that was the question of devaluation, which raised all the question 
that we did raise with respect to that last determination, 

[In other words, we will never have a situation, 1 hope, such as gave 
rise to all this controversy back in 1949. There was an absolute lack 
of any supporting evidence in the files of the Department of Mari- 
time Administration at that time. 

Senator Burier. In your bill these determinations would be met 
and if there was a variance that was substantial, then the owner could 
vo ahead and finance and build the ship and he would have a lawsuit 
on his hands with the Government. 

Mr. Casey. In other words, he would go in with his eyes open then. 

Senator Burier. That is right, but he would be buying a lawsuit, 
although the financing would be good. The financing wouldn’t be 
affected, other than it would create a call on the mortgage if the 
determination against the owner was too great. 

Mr. Casey. I think my bill would be a deterrent to that situation. 
In other words, I don’t think anybody in their right mind would go 
into a contract if we came out and said we thought there was a legal 
objection to the contract ; but the mere fact 

Senator Burier. That is just what Iam afraid of. 

Mr. Casry. Well—— 

Senator Buriter. You reach that point. 

Mr. Casey. No; I think the authority is now vested in our office 
to do exactly what we would do under this bill, except we would do 
it in advance. 

Mr. Wesrster. Mr. Casey, I think one of the things that is likely 
to bother people is te belief that if it had not been for the, let us say, 
bold action in the Maritime Administration before that we would not 
have the steamship United States on the seas today, to which I gather 
your position would be that we should not have the steamship United 
States on the seas if we got her there illegally ; is that correct ? 

Mr. Casry. Exactly. In other words, when the Congress enacts 
laws spelling out the extent to which Government funds are going to 
be obligated, under that law, then the administration of that law 
should conform to the congressional intent and to the letter of the law. 
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Now, the mere fact that we got the steamship United States on the 
ceas by reason of a contract, which we have declared to be illegal 
in more than one as at, is no accomplishment at all. 

Senator Bur er. mi but you admit that it is an educated guess. 

Mr. Casey. Well, I know, but the questions that are involved— 
we give the benefit te the doubt on the educated guess to the admin- 
istrators of the statute. It is only when they interpret the provisions 
of the law illegally that we step in and dee are the transaction to be 
illegal. ; 

Senator Burner. It seems to me it is a question of who is going to 
have the last euess. 

Mr. Casry. No; it is not a question of that. There is a lot of area 
in administration. We have consistently recognized they are the ones 
making the determination, not us. 

Senator Burrer. Good. We have the point all right, and we will 
certainly study it. 

Mr. Casey. Asa matter of fact, just to illustrate the extent to which 
we have done that, in the case of the Mariners that I referred to just 
a moment ago, we had two questions that we raised with the Mari- 
time Board on their price. We had evidence in their own files that 
indicated that there was some cost information about foreign costs of 
building those ships that was higher than the actual cost they selected 
to include in the determination, which, of course, was greater than 
the subsidy; but we asked for their explanation, and they gave us the 
explanation. After all, they are the ones who are to decide what are 
the appropriate costs to be used; and, with that explanation, we raised 
no question whatever about it 

Senator Burier. In other words, to do it and make a complete job 
of it, there would have to be an amendment of the law to give you 
the right to give a pro forma opinion in connection with subsidies 
and the amounts thereof ? 

Mr. Casry. I really say, as I said before, there is really no necessity 
for an amendment of the law. It could be done administr: atively. 

Senator Butier. Oh, T see. 

Mr. Casry. But the ship yping industry has been claiming that this 
is one of the things that is deterring the construction of ships. 

Now, I know that the law needs no amendment: the Maritime Ad- 
ministration knows the law needs no amendment, but the public doesn’t 
know it and the investment public doesn’t know it, and I think it would 
be better to write it in there so that they would know that contract had 
been audited by the General Accounting Offic ‘e and, if we say it is clean, 
it isclean and there is nobody ever going to question it. 

Senator Burier. Good. 

Thank you. 

Mr. Wesster. One thing I would like to stress. Is it correct this 
proposal of yours, if enacted, would impose the obligation on the Gen- 
eral Accounting Office to act within 60 d: ays on the construction dif- 
ferential proposed and, let us say, approved by the Maritime Ad- 
ministration ? 

Mr. Casry. That is right. 

Senator Butter. Thank you ever so much, Mr. Casey. 

Mr. Casry. Yes, sir. ; 

Senator Burter. Admiral Leggett. 
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Admiral, I understand you have an appointment that you are late 
for. 

Admiral Leccerr. Yes, sir; I do, a very important one to me, with 
the head of the House Budget Subcommittee. 

Senator Burier. Good. You can go right ahead, then, if you will, 
and let us have your statement and you can leave immediately. 


STATEMENT OF REAR ADM. W. D. LEGGETT, JR., CHIEF OF THE 
BUREAU OF SHIPS 


Admiral Leecerr. Thank you, Mr. Chairman. 

I have come here today, at your invitation to discuss the importance 
of the private shipbuilding industry to our national security, with 
particular reference to S. 3219, a bill to facilitate private financing 
of new ship construction. 

As Coordinator of Shipbuilding, Conversion, and Repair, I am re- 
sponsible for procurement of ships and other watercraft for the De- 
partment of Defense. I am also responsible for coordinating repairs 
and conversions of ships and craft of the Department within the 
United States, for mobilization planning, and for representing the 
Department in the coordination of such matters with the Maritime 
Administration and other Government agencies. 

Having these responsibilities, I am vitally interested in any new 
proposal which may affect the economic outlook of our private ship- 
yards. 

A healthy private shipbuilding industry, which is a primary con- 
cern of the Bureau of Ships, cannot be maintained by Navy shipbuild- 
ing programs alone. It is dependent also upon the existence of a 
healthy merchant marine. 

An adequate peacetime merchant fleet helps to insure that a healthy 
private shipbuilding industry will be available, upon mobilization, to 
supply our vast and urgent requirements for new ships and ship work 
of all kinds. 

The outset of two world wars found our country’s shipbuilding 
industry unprepared to meet the sudden demands placed upon it. 

Senator Butter. Admiral, may I say at that point in your remarks 
that you are certainly aware, as of now, of the very unfavorable 
position which the shipbuilding industry finds itself in. 

Admiral Leacerr. Indeed I am, sir. 

Senator Burter. And I hope your Department will find some way 
of getting some work to some of those yards so they will be able to 
stay open and be in a position to function, if the need comes, which it 
may indeed come, without notice and very suddenly. 

Admiral Leecrrr. It is a matter of great concern and active con- 
sideration right now, sir. 

In both of (hese wars, however, we had a year or two to recruit and 
train shipyard personnel, expand our facilities, and get started on 
the business of augmenting our merchant marine. Even with this 
notice, we suffered severely in 1942 and 1943, before our private ship- 
building industry could respond with new construction to counter- 
balance the serious losses we were encountering. 

During World War IT, more than 1,300 combatant ships of all types 
were turned out by private industry, plus additional thousands of 
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merchant ships. Employment reached 1,378,000. The industry built 
about 63 percent of our combatant-ship tonnage, as well as virtually 
all of our auxiliaries and landing craft. 

Our present situation often is compared to 1939. I believe that to 
be somewhat misleading. The situation confronting us today with 
regard to the shipbuilding industry is more like 1941 than 1939, in 
the sense that our mobilization planning does not envisage a pro- 
longed period available for preparation. Actually, because of the 
increased complexity of modern naval, and, to a lesser extent, mer- 
chant vessels, the facilities and skills we should have today should be 
more diverse and in larger numbers than we had in 1941. 

It is my opinion that the industry is not prepared today to meet the 
sudden challenge of a full-scale emergency. In December 1941 there 
were 366,400 employees in our private shipyards. In January 1954 
there were 118,100. 

In December 1941, the private shipbuilding industry had under 
construction or on order 886 merchant ships of 2,000 gross tons or over. 
Today we have about 29 oceangoing merchant ships under construc- 
tion, all of which, except 3, are scheduled for completion this year. 

No new orders for oceangoing ships were placed in 1953 and such 
additional work of this kind as appears to be in prospect still has 
many hurdles to clear. 

I believe that you will be interested in knowing just what steps the 
Navy has taken to improve the economic condition of the private ship- 
building and repair industry. First, the Navy, for the past several 
years, has been awarding most of its new construction work to private 
yards. During fiscal 1954 all of such work is going to private industry. 

Up to the present, we have been reasonably successful in helping to 
maintain, through normal competition, a fairly broad mobilization 
base of operating yards widely dispersed throughout our coastal areas. 
We could not have done this unless there had been some commercial 
work to supplement the available Navy work. 

With regard to repair work, the Navy, last year, adopted the policy 
of awarding the overhauls of most active fleet auxiliaries, together 
with selected combatant ships, to private yards. Previously, these 
yards had been regularly receiving repairs to service craft, overhauls 
of reserve fleet ships and similar work. 

During the last 24% years, the Navy has awarded repair and over- 
haul work having a dollar value of approximately $271 million to 
private yards. 

Unfortunately, this additional Navy work has not been effective in 
stabilizing employment in our private yards. During the past several 
months, private yard employment has declined by about 3,000. 

Later on this year, as the privately owned and Mariner construction 
work now on the ways is completed, employment is expected to decline 
drastically. 

This will result in an increase in the proportion of employees en- 
gaged in Navy work to total private yard employment. 

Unless new work is forthcoming, the Navy will thus find itself in 
the unenviable position of being the industry’s principal support. 

One of the most serious aspects of this situation lies in the fact that 
highly skilled shipyard employees are being dispersed among other 
industries which can provide more stable employment. Once they 
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leave our private shipyards, they do not return except in time of 
emergency. 

Historically, the bulk of our ship construction in prior wars has 
become available near the end or even after the termination of hos- 
tilities. In the event of another emergency, we may not have enough 
time to either recruit or train new workers. 

The Merchant Marine Act of 1936 was enacted to foster the devel- 
opment and to encourage the maintenance of a merchant fleet capable 
of serving as a naval and military auxiliary in time of war or national 
emergency, and composed of the best-equipped, safest, and most suit- 
able types of vessels constructed in the United States. This act was 
intended to provide adequate incentives for a continuing merchant 
ship program. This objective is not, at present, being attained. An 
urgent need now exists for modernization of our active and reserve 
merchant fleets. 

About 80 percent of our country’s active merchant marine fleet will 
become obsolete in a block within the next 10 years. Moreover, about 
89 percent of the dry-cargo ships in the national defense reserve fleet 
have a design speed of only 11 knots or less. The bulk of these, of 
course, consist of more than 1,400 Liberty ships which were hastily 
constructed during World War II to a design which was already 
obsolete at that time. 

The reserve fleet is also deficient with regard to large oceangoing 
tankers and troop ships of adequate speed. 

Last summer the Department of Defense, in the course of hearings 
before a special subcommittee of the Senate Interstate and Foreign 
Commerce Committee, went on record that there was an immediate 
deficiency of 214 merchant-type vessels, consisting of 165 cargo ships, 
6 large passenger ships, and 43 large tankers. 

It is apparent, therefore, that plenty of room exists for improve- 
ment in the condition of cur merchant marine. Needless to say, effec- 
tive steps to attain such improvement would be of great benefit to the 
private shipbuilding industry. 

Based upon our analysis of current and prospective workload needs 
of the industry, and pending the implementation of some permanent 
solution, it would appear that the shipbuilding potential of our coun- 
try must be supported by some interim, emergency measure such as a 
Government- sponsored or emergency construction program. 

It is not my privilege or responsibility to recommend what such a 
program should be. For the provision of minimum workload in the 
shipyards, however, it should start at the earliest possible time and 
consist of at least 20 ships annually. It would not, in any sense, be a 
permanent solution to our problem. It would, however, keep a num- 
ber of yards from closing in the next year. 

The only permanent solution is, of course, to provide greater incen- 
tives to commercial operators, to place orders for new merchant ships 
on a continuing basis. Such a program would best fulfill the national 
policy, stated in the Merchant Marine Act of 1936, by providing us 
with an annual increment of new ships and at the same time, furnish 
needed work and stable employment for our private shipbuilding 
industry. 

While it is apparent that greater incentives for private-risk capital 
are required, I do not consider it within my province to suggest the 
form and extent of such inducements. 
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I am authorized to say, however, that the Department of Defense 


supports S. 3219 in principle. The Department is in accord with the 
purpose of the bill, which is directed toward the stimulation of new 
merchant-ship construction. More modern and improved types of 


ships may be brought into being and the private shipbuilding industry 
may be greatly benefited. These are worthwhile objectives. While 
certain revisions may be desirable, the Department considers that spe- 
cific comment on detailed provisions of the bill is within the purview 
of other Government departments and agencies. 

It is my understanding the Bureau of the Budget has not as yet 
formulated its position with regard to S. 3219. 

In closing, I would like to repeat that the Navy is gravely concerned 
with the plight of the shipbuilding industry, which was in effect de- 
clared a distressed industry 2 years ago. 

The situation has deteriorated steadily since that time. The Navy 
finds itself today in the most unhappy position of becoming almost the 
sole source of support for an industry, many of whose firms are facing 
now the practical question of whether to remain in operation or close 
up. It isa grim prospect for them and for us. We will continue to do 
our utmost with what we have, but I think we must face the fact that 
the Navy’s construction programs cannot alone support an adequate 
defense nucleus of operating shipyards for both naval and merchant 
types. 

Thank you, Mr. Chairman, for affording me the privilege of testify- 
ing ona matter so important to our national security. 

Senator Butter. Thank you, Admiral, ever so much. 

I hope we haven’t tied you up too long. 

Admiral Leccrerr. No, sir. I think that will be quite all right. 

Senator Butter. Senator Payne, have you any questions you would 
like to ask the Admiral ? 

Senator Payne. No. I think, Mr. Chairman the Admiral knows 
of my interest in the shipbuilding industry as such, and I am not 
going into any matters on that at the present moment, except I am 
very happy to see the needs of our private shipbuilding facilities are 
recognized ; and I, too, would hope this bill might be at least an incen- 
tive and a help toward both getting a stabilization of the industry, 
at least make it more favorable than it is at the present time. 

Senator Burier. Thank you, Senator Payne. 

I would like to ask you one question, Admiral. 

Admiral Leecerr. I have plenty of time, Senator. 

Senator Burier. You say we are deficient in large tankers, and 
that is a type of tanker that could be laid down tomorrow, is it not, 
if the money were available? 

Admiral Lrecerr. Yes, sir. 

Senator Burier. Does the Navy or the Department of Defense 
have any money to lay down for 1, 2, 3, or 4 of such tankers? 

If they are so badly needed, at a cost of $30 or $32 million, you 
could save every one of these yards until such time as we get. this 
bill in shape to carry out a better program. 

Isn’t it poatoee the Department of Defense has such funds it could 
divert to that purpose ? 


Admiral Lxeecerr. I am afraid not, sir. We were not a to 
ask for mobilization reserve, and the type of ship I have 
about today is a mobilization reserve item. 
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If we built ships, Senator, they would not go into mobilization 
reserve. They would go into an active fleet; but they would retire 
other ships. . 

Senator Burier. It seems to me the need of the industry today is 
one of an immediate order. 

Admiral Leccerr. Yes, sir. 

Senator Burier. I know that is the situation in my home State. 

Admiral Leccerr. You are not alone. 

Senator Burier. Unless we have an immediate order for a ship, 
already planned and laid down, we are not going to be helped very 
much. With us, time is now growing short. The various skills have 
been laid off over a period of several months, and the first thing you 
know we are not going to be in a position where we can produce 
ships. It seems to me there could be many yards in that position, 
and for a cost of maybe $20 million you not only get tankers that 
you need very badly but you would keep those yards going until the 
time would come when we could build ships under this program. 

It just seems to me, if we can find money for peoples throughout the 
world and almost anybody that holds out his hand, we ought to be able 
to find enough to keep our vital industries going here in America. 

Admiral Leccrerr. Well, as I said in the closing phases of my state- 
ment, sir, the Navy bill enough is not enough to do ~~ ; and we have 
a spec ifie directive j in the | ill jus cre ported out by the Armed Services 
Committee of the House to look into that partic ie ar phase of it and 
definitely to keep our war shipbuilding yards going as long as we are 
able to. 

Now, the bill has been reported out by the House, as of this after- 
noon. I got the word just before I came up here, and I trust we will 
be able now to start doing some planning on this along this line, 

Senator Butter. I hope someplace we can find somebody who has 
got an untapped till and can lay down ships right now that we can 
start to work on within a month. That is what we need if we are going 
to save this industry. 

Admiral Leacerr. Yes, sir. 

I would like to point out to you, too, in this connection that the 
money we have appropriated for war ships will buy so many ships 
or will support so many shipyards, where we can have a combination, 
where we don’t get all of either one, as we would like. 

As you are we ell aware, from our e xperience with Bethlehem, Quincy, 
it does cost us real money to keep a shipyard in operation when it 
doesn’t have a going load. 

So, if we attempt to support with the available Navy funds all of 
the commercial and all of the war shipbuilding yards, then we must 
necessarily reduce the number of warships we are going to get be- 

cause they cost us more money if we spread them thin throughout the 
shipbuilding industry. ; 

It is a very complex decision. It is not unfortunately the kind that 
lends itself to broad, long-range planning. It is something that we 
will have to extemporize, ‘and cert: ainly if we can get a mere hant ship- 
building program of some kind started, it will be a tremendous he p 
to the industry and to the Navy in this particular situation. 

Senator Butter. Thank you, Admiral, ever so much. 

Admiral Leccert. Yes, sir. 

50419—54——7 
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Senator Butter. Mr. Rothschild. 

I am very sorry indeed to not have called you in order, Mr. Roths- 
child. 

Mr. Roruscuip. I don’t have another thing to do today, sir. 

Senator Butter. Good. 


STATEMENT OF LOUIS S. ROTHSCHILD, MARITIME ADMINIS- 
TRATOR, MARITIME ADMINISTATION, DEPARTMENT OF COM- 
MERCE, ACCOMPANIED BY EUGENE ACKERSON, ASSISTANT 
GENERAL COUNSEL, MARITIME ADMINISTRATION, DEPART- 
MENT OF COMMERCE 


Mr. Roruscuiwp. Mr. Chairman, I have filed with your committee 
a statement which I should like, with your permission, to summarize 
rather than to read. 

Senator Butzer. It will be made a part of the record, and you can 
summarize it. 

(The prepared statement submitted by Mr. Rothschild is as follows :) 


STATEMENT OF LouIsS S. ROTHSCHILD, MARITIME ADMINISTRATOR, MARITIME 
ADMINISTRATION, DEPARTMENT OF COMMERCE 


Mr. Chairman, I am pleased to appear before your committee and to know 
that with all its crowded activities the committee is giving its full attention to 
this legislation on ship mortgage insurance. 

The bill, S. 3219, to amend title XI of the Merchant Marine Act, 1936, deais 
with a most important part of our program to encourage private financing of 
ship construction. 

In 1953 Congress amended title XI of the 1936 act to simplify and broaden 
the ship mortgage insurance authority. The objective was to achieve a greater 
degree of private financing of new ship construction, since by far the greater 
part of ship construction has been financed by the Government with the owner 
paying 25 percent of his cost of the ship and the Government taking a 20- 
year mortgage on the balance. The reason for the Government financing was 
the reluctance of private capital to accept the risks inherent in the shipping 
industry and the problems involved in foreclosure in the event of default. 

The 1953 amendments, which I will outline later herein, were designed to 
remove some of the restrictions of the original title. Their purpose was to 
induce private capital to come into the ship mortgage investment field. It is 
very doubtful whether the objective of the 1953 amendments can be attained 
without further change. The bill would make further changes to help achieve 
the objective of facilitating access to potential sources of private investment 
money. 

We support the objective of the legislation. Over 80 percent of our privately 
owned American merchant marine is a product of World War II construc- 
tion. Thus, the active fleet is now already over 10 years old. We must be 
prepared either to appropriate large sums of money for public financing of 
ship construction or we must help the shipping companies attract the private 
sources of capital, if our merchant fleet is to meet the needs of national defense. 

The legislation, if successful, would change the financing operation under 
title V of the 1986 act. It would not repeal or set aside title V, but it would 
provide the desired method of financing that portion of the cost of replacements 
and additions, represented by long-term deferred payment purchase and loan 
obligations assumed by the buyer, who puts up the 25 percent downpayment 
on the construction or purchase cost. 

It is correct, as pointed ont in the hearings on this bill, that the record in 
fulfilling obligations under title V financing has been good, and that the United 
States has received a 314 percent interest return on funds advanced and to be 
repaid. However, in effect, the interest return amounts to a service charge 
for use of public credit in supplying capital for ship building, involving payment 
by the United States of interest on equivalent obligations to bond holders, and 
administrative cost expenditures in connection with making and supervising 
the loans and advances involved. 
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The Government should be willing to accept reasonable, even liberal, pro- 
visions in order to meet a fundamental problem of the merchant marine; that is, 
of promoting a merchant marine privately owned and operated under the 
United States flag. Under existing law and existing conditions, the critical ele- 
ment of private financing of the merchant marine has not been developed, His- 
torically, ship mortgages have not been attractive te lending institutions and 
investors in long-term obligations, such as insurance companies, and the units 
involved are too costly to be financed by small investors, unless the investment 
obligation is subdivided into small units. 

sefore I refer in some detail to the provisions of the bill, I would like to sum- 
marize the 19538 amendments. These amendments changed the original title XI 
act in the following respects : 

First, they extended the coverage of mortgage insurance to the whole field of 
vessels engaged in foreign trade. The original act extended only to domestic 
trade vessels or those operating in nearby offshore trade. 

Second, they authorized insurance for short-term loans and advances of credit 
in order to help finance the construction of ships pending their completion when 
they would be eligible for preferred ship mortgage financing. 

Third, they required the Government, after default in payment by the mort- 
gagor, to pay promptly the principal amount of the mortgage covered by insur- 
ance. They thereby eliminated the burden on the lending institution of resorting 
to a protracted and expensive foreclosure as a condition to realizing on the insur- 
ance commitment. 

Fourth, they authorized the Secretary of Commerce to pay in cash instead of 
debentures which carried interest not to exceed 3 percent. 

The 1953 amendments, however, made two other significant changes: 

1. They provided that the Government could insure only 90 percent of the 

mortgage or loan. Under the original provisions, the Government could insure 
100 percent of the mortgage. 

2. They provided that the Government could not provide insurance unless the 
Secretary of Commerce finds that the interest rate of the loan or mortgage is less 
than the going interest rate for uninsured ship construction loans of similar 
character in the same area. 

Only a dozen contracts of mortgage insurance covering financing in an amount 
totaling just under $6 million, were entered into under the original title XI, 
prior to the 1953 amendments. Since the enactment of the 1953 amendments, 
the administration has had only two applications for mortgage insurance, one 
involving the reconstruction and conversion of a C—4 vessel sold for operation on 
the Great Lakes, and the other involving the reconstruction of a tug boat, To- 
gether they amount to approximately $2,700,000. The private-lending institu- 
tions have indicated that the changes made in the mortgage insurance provisions 
of the 1936 act will not operate in such a manner as to transfer any substantial 
amount of the financing of ship construction from the Government to private in- 
dustry. Perhaps an examination of the legislation before you will indicate some 
of the reasons private capital does not wish to come forward and finance the 
construction of vessels. The major changes proposed in the new legislation may 
be summarizd in a few points: 

First, is the question of the extent of the insurance coverage. The present law 
provides for payment upon default under the loan of 90 percent of the unpaid 
balance of the obligation. The new bill provides for 100 percent insurance of 
principal and interest on the insured loan. This would authorize mortgage in- 
surance to the same extent as that authorized prior to the 1953 amendments. It 
appears to us that this proposed change merits the most serious consideration. 
Without it, I doubt that the major purpose of the insurance—that of obtaining 
private financing—will be achieved. 

Second, the present law does not contemplate more than one source of funds 
for a particular loan. In line with modern commercial financing of private 
enterprise, the bill looks to making use of such modern practice by a plan uniting 
numerous small investments into one investment to finance the building of such 
expensive single units as modern cargo vessels, tankers, and the highly expen- 
sive modern passenger vessel. This would be accomplished by the plan of trust 
indentures, and is desirable. 

Third, the conditions under which the lender or mortgagee could demand pay- 
ment by the Government would be an act of failure which gives the mortgagee 
the right to foreclose, not just the failure to pay principal or interest. Varlous 
adjustments in the procedure of notice of default, opportunity to correct de- 
fault, and final determination as to the existence of the default are amplified. 
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A time limit should be fixed for advising the Secretary of Commerce as to the ex- 
istence of any type of default, not just failure to pay principal and interest. 

Fourth, the bill amends the present provisions of law limiting the interest 
rate on insured obligations to 5 percent, except in special circumstances where 
the Secretary of Commerce might allow 6 percent. The bill proposes that the 
interest rate be tied to an average interest rate not exceeding the estimated 
prevailing effective yield for Government securities, which are of 20-year maturity 
and subject to Federal income taxes. The maximum interst rate would be such 
estimated yield plus 1 percent. 

It appears from testimony before your committee that there is not a unanimity 
of opinion on this matter in the investment field. We recommend that your 
committee give consideration to the continuance of the present maximum 
interest provision in the law. It seems that the desired flexibility in attract- 
ng capital under varying financial and economic circumstances obtaining from 
time to time could be better achieved and satisfactorily maintained under the 
present flexible-interest rate. It is recognized that these Government-insured 
loans and mortgages are comparable in security to Government obligations and 
that the yield on Government obligations would be a standard for interest rates 
on insured mortgages, unless the conditions in the investment field definitely 
indicate otherwise. 

The premium charges for insurance of loans and mortgages retain the present 
maximum with respect to mortgage loans, but specify that on the construction 
loans the maximum will be one-half percent. In this connection it is believed 
that failure to pay premium should invalidate the insurance. This may require 
premiums to be paid by the mortgagee or lender rather than the mortgagor or 
borrowey, 

These and other financial provisions in the legislation will require careful 
examination in relation to the whole insurance scheme, and they will undoubtedly 
be examined in detail as to their necessity or desirability. We desire to cooper- 
ate fully and effectively with the committee in its consideration of the details 
of the legislation. 

As a drafting matter, it should be made clear that issuance of insurance will 
not be mandatory, but on a discretionary basis. 

There are other important specific provisions of the legislation which require 
further detailed attention. I refer to such problems as the extension of the 
insurance coverage to financing of vessels not eligible for construction-differen- 
tial subsidy or vessels which receive only financing aid without the subsidy. 
Under section 509 of the Merchant Marine Act, 1936, the Government is author- 
ized to finance the construction of such vessels, and in some cases has paid for 
cost of national-defense features incorporated in vessels so constructed. In 
financing the larger type of these vessels, those over 8,500 gross tons, with a 
speed of 14 knots or more, the applicant for financial aid is not required to 
advance more than 1214 percent of the cost of the vessel. In the bill before you 
provision is made for issuing loans or mortgages involving 8714 percent of the 
cost of so-called special-purpose vessels and bulk carriers. 

Provision is also made for conforming to the Merchant Marine Act, 1936, policy 
in respect of financing of the construction of large passenger vessels. The long- 
range amendments to the 1936 act enacted in 1952 (Public Law 586, 82d Cong.) 
prescribed that in case of financing the construction of passenger vessels of 
specified tonnage, speed, defense characteristics, and accommodations for not 
less than 200 passengers, the security would be limited to the first preferred 
mortgage of the vessel with the only recourse under the mortgage limited to 
repossession of the vessel by the United States and assignment of insurance 
claims free and clear, except the lien of the preferred mortgage. 

In order to obtain the maximum private financing, I believe the last two pro- 
visions should be included in any measure enacted. 

I would like to call your attention to another point. Under the present law, 
the loan or mortgage cannot exceed 75 percent of construction cost or 75 percent 
of the amount estimated by the Secretary of Commerce to be the value of the 
property when the construction is completed. Under the bill the amount would 
be limited to 75 percent of the cost to the mortgagor—87% percent in some 
cases—such cost to be estimated by the Secretary of Commerce prior to the execu- 
tion of the mortgage or loan, with such estimate being binding for purposes of 
determining the principal amount of the mortgage or loan. It appears that, while 
a provision of this type is desirable in order to assure that a fixed amount will 
be insured, provision should be made to prevent the insurance from covering 
more than 75 or 8744 percent, as the case may be, of the cost to the mortgagor 
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of such construction. Thus, the shipowner makes a downpayment of 25 or 12% 


percent of the construction cost, and the 100-percent Government insurance applies 
to the 75 percent or the 8714 percent of the construction cost financed by loan or 
mortgage. 

Mr. Roruscuiip, Mr. Chairman and gentlemen, S. 3319 seems to 
me to offer another and additional means of financing ships. 

The pattern, up to now, has, as is well known, been that the Gov- 
ernment has put up the total cost of a ship and then turned around 
and sold it to an operator for a 25-percent payment. 

This proposes that that part of the money which has previously 
been furnished by the Government shall be furnished by private 
investing people, whether they be insurance or banking, or whatever 
the nature. 

It does not, in my judgment, in any way, inhibit the provisions 
of the } yresent laws from bei Ing carried out, as well as this one. 

It oe l, therefore, encourage the building of ships, and if more 
ships are built the commerce of the United States and the defense of 
the United States and the shipping industry and shipbuilding industry 
should all benefit. 

Title XI provided originally for the insurance of vessels in domestic 
or nearby offshore trades. In 1953 it was extended to cover all for- 
eign-trade vessels, but in the period between 1938, when the law was 
originally made available, and 1953, a period of 15 years, only $6 
million in insurance was issued. 

Now, 80 percent of our present private fleet was built in World 
War II, and we need new ships now to keep our fleet modern and to 
keep our defenses in good shape. 

As I previously said, the title V financing would continue to be 
available, but the provisions of this insurance would also make pos- 
sible the building of ships without the need for Government appro- 
priations and expenditures. 

In the last 50 years most of the United States merchant fleet has 
been Government built for war purposes or Government financed, 

Now, private capital has been reluctant to take the risks which are 
considered to be present in the shipping industry. 

One of the reasons, of course, is that when a loan is made on a piece 
of real estate everybody knows where it is, but in the case of a ship it 
is sometimes hard to find a ship. 

The amendments to the original act, which were passed last year, 
extended the coverage to all vessels in foreign trade, whereas formerly 
it had only covered domestic fishing and trade vessels, or nearby 
offshore-trade vessels. 

It authorized the financing of loans to finance the construction, and 
prior to 1953 the insurance was available only after the vessel was 
completed and mortgaged. 

It also authorized the payment of insurance after the default in 
the payment of princ ipal without foreclosure by the mortgagee. 

The original act required the mortgagee to foreclose first. 

It additionally authorized the payment of insurance in cash and, 
under the original provisions, the payment was to have been made 
in debentures carrying 3 percent interest and payable 3 years after 
the maturity date of the mortgage. 

It further limited the insurance to 90 percent of the loan, although 
the original act authorized the insurance at the rate of 100 percent. 
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It prescribed that no insurance could be issued unless the interest 
rate was substantially less than the ‘nterest rate would have been 
had the loan not been insured by the Government. 

It appears to us that there isn’t much private money available under 
the terms of the present legislation. 

I have, personally, talked to representatives of 2 or 3 insurance 
companies and several banks, and they just say they are not interested. 
With the competition for their money for loans which appear to be 
more attractive to them, they do not want to loan money on this kind 
of basis. 

In the existence of the amended legislation, that which was passed 
Jast year, we have only 2 applications, 1 for the conversion of a C-4 
for use on the Great Lakes and 1 tug. 

Now, 3219 proposes these principal amendments: 

A return to the original 100 percent insurance provision instead of 
the 1953 amendments—and I think we favor that provision, as we 
favor in general all of 3219. 

This is said, you understand, without clearance by the Bureau of 
the Budget, and this, therefore, represents pretty much my private 
thinking, without having been checked. 

It also permits a new financing plan whereby an investor, with a 
limited amount of money, can Joan a little money on a ship if he wants 
to by participating in a larger loan which would be broken up into 
small pieces. 

We think that is a good idea because we are hopeful that we can 
enlist the financial interest of people away from the seaboards. 

Pretty much the merchant marine has had an appeal, what appeal 
it has had, which is somewhat limited, to those people who live near 
enough to salt water to be conscious of it 

It authorizes the mortgagee to demand payment of insurance for any 
active default without foreclosing. 

Under the 1952 law the mortgagee can only do so in the event of 
failure to pay principal and interest. 

If properly safeguarded—that is to say, if there is a time limit under 
which demand could be made on the Secretary of Commerce for other 
defaults, then we think that is a reasonable provision; but the law, as 
presently proposed, has no time limit in it and we think that would 
sarry an element of danger with it. 

The proposal also suggests that the interest rate on insured obliga- 
tions be tied to a complicated formula for yield on a 20-year basis of 
Government securities plus a 1 percent factor. 

We think that is a bit difficult and think that a more elastic set of 
provisions should be allowable there. In fact, we think the present 
Jaw, which sets an ordinary maximum of 5 percent, with an unusual 
maximum of 6 percent, might be very much better than this suggestion. 

We would also like to suggest a few more changes. 

The insurance, as contemplated in the proposed amendments, indi- 
cates that it is a mandatory operation. We think the Secretary of 
Commerce should have discretion as to whether or not he would want 
to issue the insurance 

We also thing most importantly 





Senator Butter. In other words, Mr. Rothschild, he may take A’s 
offer or he wouldn’t take B’s offer, even though they may be the same? 
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Mr. Roruscuttp, Even though they may be the same, because there 

may be something in the interests of the Government that would be 
unfavorable in A’s case. 

I don’t have a specific instance in mind, but it seems to—— 

Senator Burter. Do you think it is better that discretion be lodged 
in the Secretary ? 

Mr. Roruscuitp. Well, the whole act runs toward the Secretary, and 
I think, therefore, he should have discretion in that matter, as well as 
in the matter of approvi ing interest rates. 

Senator Butter. Would that be subject to review or would it be an 
absolute and binding finding? 

If the Secretary said, for some reason known to him and not known 
to anybody else, that he didn’t want to grant A’s application, would 
that be final and binding or would there be some—— 

Mr. Roruscuitp. Doesn’t the Congress always have the opportunity 
to review the executive actions ? 

Senator Butter. That is true, but the ordinary owner wouldn’t 
want to come to Congress and try to get a bill through to get a ship 
built. 

I was just thinking A and B might be in the same day, with exactly 
the same kind of ship and be willing to perform under exactly the 

same conditions, and you would take ‘A’s offer and you wouldn’t take 
s, and there ought to be some expl: ination for such a broad discretion. 

“ie. Roruscuitp. Well, A’s experience and operating shows maybe 
so much greater than B’s to make him a better risk from the Govern- 
ment’s point of view than B. 

Mr. Wepsster. Mr. Rothschild, in that connection, though, and I 
think this is what the Senator had in mind, the reviewability of the 
Secretary’s determination, as you pointed out, might be in Congress, 
but the question might be: Is it subject to review in the courts? 

I think the question of whether it is, Mr. Chairman, is something 
that is certainly open to dispute; but under the Administrative Pro- 
cedures Act and mandamus type proceedings it might be subject to 
review—and if I am wrong in that connection, Mr. Rothschild, I 
would like to be corrected. 

Mr. Roruscuitp. You have a distinct advantage on me, because I 
am not a lawyer. 

Mr. Wenster. I think that is one of the safeguards of an arbitrary 
or fraudulent abuse of discretion by the Secretary of Commerce. 

Senator Burier. There should be some appeal to some authority, 
because I don’t think there is any man in the executive branch of Gov- 
ernment who should have a right to say to any citizen, and without 
cause, that he should not have the advantage of an act when his brother 
should have the advantage of an act. 

I think somebody has got to review that decision. 

Mr. Roruscuiip. I don’t believe we would have any objection to such 
procedure, Mr. Chairman. 

We think there should also be a top limit on the amount of insur- 
ance, and I think Mr. Casey touched on this, that would be available 
under this legislation. 

Under the Government loan policy, the purchaser must put up 25 
percent of the value of the ship. _Now, under this provision it is pro- 
posed that a firm commitment shall be made on the basis of an estimate, 
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a prebuilding estimate, and, as you know, shipbuilding estimates are 

never firm. They are subject to escalation and changes during the 

course of building, so that we think there should be language in the act 

vi hich would limit the Government’s guaranty to a maximum figure of 
75 percent of the final price, just as the loan is limited. 

We say this as a substitute financing scheme and not a better or 
worse one than the indust ry present ly has, 

Senator Payne. Mr. Chairman, f would like to inquire there. 

Senator Buriter. Senator Payne. 

Senator Payne. You mean, then, that there should be a definite de- 
termination, not an estimate but a definite determination, of cost ? 

Mr. Roruscump. No, sir; that is impossible, Senator, under present 
economic conditions. 

Senator Payne. Let me just say this to you, because I happen to be 
serving on another committee in which we are involved in a very simi- 
lar status to this status, in which the Government says that costs in this 
case will be assumed, or can be assumed, on the part of a mortgage 
which will be guaranteed 100 percent, insured up to 75 percent, and 
that the builder will put in 25 percent. 

Now, I have just been through a situation where the Government 
provides that they will put in up to 90 percent, and the project will be 
insured up to 100 percent of that amount, and it has been based entirely 
upon estimates; and I think as long as we are human we are subject to 
question as to whether an estimate ever turns out to be a factual figure 
or not, and so far as I, personally, am concerned I would never, al- 
though I am fully in accord with this, agree to it unless there was a 
definite provision provided permitting for the full and complete audit 
of the costs and a determination then as to what that actual cost is and 
an adjustment being made upon that cost figure to make certain that 
the Government does not enter into that construction for in excess of 
75 percent of actual cost as finally determined. 

Mr. Rornscuitp. That is exactly what we are proposing, Senator. 

Senator Payne. All right, because otherwise you can run into a 
situation that we have just run into down at the Banking and Cur- 
rency Committee. 

Mr. Rornscurip. And that is precisely what we want to avoid. 

Senator Burrer. And it has also been suggested, Senator, by the 
General Accounting Office, that before any of these contracts become 
firm the national-defense features of the vessel shall be certified to the 
GAO and the GAO within 60 days will make a finding as to whether or 
not that is fair and reasonable; and if it is not, of course, you wouldn't 
have any financing because the people wouldn’t want to buy a lawsuit. 

That is another amendment we are considering. 

Senator Payne. I just want to eliminate these windfalls. 

Senator Burier. Correct. 

Mr. Roruscritp. We think it would be also desirable to retain the 
original interest rate maximum of 5 percent, except a 6 percent figure 
which is available under special circumstances. 

Senator Burirr. Mr. Rothschild, may I ask a question there? 

Why do you make that suggestion ? 

Do you think the interest rate could ever, under any stretch of the 
imagination, go as high as 5 percent or 6 percent ? 

Mr. Roruscump. Well, Senator, I am not a financier, either, but I 
am told recently, in the not-too-distant past, the Government was bor- 
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rowing money at one-half of ene percent, and I think at the opposite 
end that it would be impossible to borrow money on a ship at one and 
a half percent, which this provides, so that it seems to me there should 
be enough flexibility in here to encourage shipbuilding and to see 
that our merchant fleet is capable of being replaced as necessity 
demands. 

We shouldn’t put anything in here which would so hamstring the 
operating of this act that we wouldn’t get any ships built. 

Mr. Wesster. Mr. Rothschild, the mentioning of any figure might 
have the tendency to establish the going rate. I don’t mean to say 
the investment houses or the banks would collude and not compete, 
but isn’t that a possibility, that setting a figure might establish really 
the floor and the ceiling at the same time ? 

Mr. Roruscuup. But the mortgagor is borrowing the money and 
paving the interest. It is not the Government, and it seems to me 
anyone who can originally get money enough together to pay for 25 
percent of the cost of a vessel, which runs into millions of dollars, 
would have the intelligence enough to make himself a good deal when 
it came to borrowing that money. 

All that the Secretary has, as I read this, is the right to approve 
that rate, not to set it. 

Senator Burier. Well, the people I talk to as of today feel that a 
100 percent guaranty by the Government under the terms set forth 
in this bill could reasonably be had at around 270, 275. 

Mr. Rornscuiip. That is today ? 

Senator Burier. On today’s market. 

Mr. Roruscuiip. Yes, sir. 

Well, we still think that a flexible position on it would be desirable. 

The present law provides, as you know, Senator, that the rate may 
go up to 5 percent, not to exceed 6 percent. 

Senator Burier. Yes. That is Public Law 288. 

Mr. Ackrrson. Yes, sir, and the original title XI. 

Senator Buriuer. And the original title XI; both. 

Mr. Weester. Have you considered the possibility of leaving the 
provision in 3219 as it is, but adding an alternative that the Secretary 
of Commerce or the Secretary of Treasury could raise that interest 
rate, or that limit, when circumstances develop that did not bring forth 
the financing ? 

Isn’t that another possibility # 

Mr. Roruscuitp. Iam sure it would be. 

Mr. Werster. Would you care to comment on it? 

Does that strike you as—— 

Mr. Roruscuitp. We haven’t had a chance to look at it, but it seems 
offhand to be a good possibility and perhaps as workable as what we 
are requesting. 

We think also that there should be a time limit in section 1105 for 
demanding insurance payment prescribed for other defaults as there 
is for the payment of principal and interest. 

If we read it correctly there is now no time limit, so that a person 
who had suffered a default of any kind could come in at any time 
afterward, and that doesn’t seem to us to be quite fair so far as the 
(rovernment is concerned. 





102 PRIVATE FINANCING OF NEW SHIP CONSTRUCTION 


Failure to pay the premium for the insurance should invalidate the 
insurance in our judgment, also, and that might require that the pre- 
mium be paid by the mortgagee rather than the mortgagor. 

Senator Burter. Explain that, Mr. Rothschild. 

Ordinarily you would have a mortgagee clause on the insurance, 
wouldn’t you, that would cover the mortgagee ? 

How would that operate ? 

Mr. Roruscutp. Well, we think that the Government’s obligation 
should cease if the premium is not paid for the insurance. All other 
insurance ceases if premiums are not paid. 

Senator Burter. Right, and the mortgagee would have to pick it up. 

Mr. Roruscuip. Yes, sir, if he wanted the insurance and we pre- 
sume he did. 

Senator Burier. All right; it would be in the event of default, and 
he would ask for his money. 

Mr. Roruscuitp. Now, we think also that the insurance should 
be applied to 8714 percent of the cost of nonconstruction subsidized 
vessels, as it does in cases of loan powers under section 509. 

This bill, as presently written, extends only to special-purpose 
vessels and bulk carriers, whatever that means. 

We think additionally that the provisions with respect to loans 
for financing construction should be carefully considered and that 
all safeguards should be provided to assure that the amount of the 
loans which may be insured does not exceed 75 percent of the cost 
to the borrowers and that the insurance may be provided only as to 
loans for future construction, that vessels already built should not be 
subject to the provisions of this act. 

I think that fairly well summarizes the statement which has been 
filed with you, Mr. Chairman. 

If there are any questions—— 

Senator Butter. Have you given any thought to the suggestion by 
the General Accounting Office that these contracts be made definite 
and final before entering into them ? 

Mr. Rornscuitp. Well, I didn’t get it too clearly from back here, 
but if I understood it, Mr. Chairman, it seems to me to have a consid- 
erable amount of merit. 

If I may comment for a moment—— 

Senator Burier. Yes, indeed. 

Mr. Rornscuitp (continuing). On the bill which is presently pro- 
vosed, S. 3162, we have reviewed that carefully at the administration 
lak Maritime Administration level, and we believe that it is admin- 
istratively impossible. 

It provides for an annual pricing of vessels by different classes, and, 
as I see it, and as our people seem to contemplate it, we would be so 
busily engaged at that that we would never get any other work done. 

This again, it seems to me, is eure a time change. 

The General Accounting Office, being the eyes and ears of the Con- 
gress, now audits these ship construction matters at a date sometimes 
so late as to make it extremely difficult for everyone concerned. 

Under the provisions which I understood Mr. Casey to be pro- 
posing, the General Accounting Office would be compelled to give a 
decision, to make an audit and give a decision, within 60 days. 

I would like to suggest to you for your consideration that be short- 
ened to 30 days because I believe it can be done. 
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Senator Butter. He referred, in the case of the Constitution and 
the /ndependence, that they had gone to Holland and taken testimony, 
and it may be they couldn’t do it in 30 days. I don’t know. I think it 
would be desirable to have it 30, but I don’t know that they could do 
it in all cases. 

Mr. Roruscuixp. I think that actually worked this way, Mr. Chair- 
man. The Board, the Federal Maritime Board, went to Holland, which 
they would do, if necessary, in another instance, in order to deter- 
mine the rate. 

Senator Butier. Oh, I see. 

Mr. Roruscuttp. Now, the General Accounting Office went along 
just to see how it was done. The General Accounting Office had nothing 
to do whatever with the determination of the rate; simply to watch 
the procedures. 

Now, it might take the Federal Maritime Board a matter of months 
to arrive at a rate. Once having arrived at it, then that determina- 
tion would be subject to audit and I would suggest ge 30 days. 

Senator Butter. This is what was suggested by Mr. Casey in the 
General Accounting Office—and I am quoting from hie 13 of his 
statement: 

Let us amend title V of the 1936 act in such a way that, upon final deter- 
mination by the Federal Maritime Board of a construction differential subsidy 
and national defense allowance for a vessel to be constructed thereunder, no 
contracts encompassing such determinations shall be made for a period of 60 
days, within which time the Comptroller General shall conduct an audit of the 
transaction and render a report to the Congress, with a copy to the Federal 
Maritime Board, containing his findings and conclusions with respect to the 
determinations made. 

Mr. Roruscut. As I read that, that would not put any limitation 
on the time in which the Federal Maritime Board could give considera- 
tion to its rate making, but would onl: 

Senator Butter. Toa 60-day audit. 

Mr. Roruscnirp. Right—to a 60-day audit. 

Senator Butter. That is right. 

Mr. Roruscnritp. Preaudit, instead of a postaudit as now. 

Senator Butter. And you feel that is a good provision and would 
be workable ? 

Mr. Roruscnttp. Well, it seems to me a person wanting to build 
x ship would come in then with his plans and with his specifications, 
which would be subject to a rate determination. 

Now, he is now in the position of not knowing whether or not that 
rate determination is a good one because of the possibility that the 
Comptroller General would come in at a later date and say there was 
something wrong with it; but if the Comptroller General were com- 
pelled to make that determination e ior to the execution of those con- 
tracts, it seems to me that would be the most solidifying thing that 
could possibly happen. 

Senator Butter. Mr. Casey. 

Mr. Casry. Yes, sir. 

Senator Butter. Is 30 days sufficient time, in your opinion? 

Mr. Casey. Well, I think we could leave that open for the time 
being; but I know there is a problem because this determination of 
subsidy has got to be made while the bids are still open by the ship- 
construction companies, but at the same time we have to write our 
report and get it to the Congress and then conceivably somebody 
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might want to do something about it, depending on what is in the 
report, and it might get it down a little too close to make it 30 days; but 
I think that is one of the things we could probably iron out if we 
get down to writing a bill on it. 

Mr. Rornuscuitp. My suggestion on the 30 days instead of 60 was 
in recognition of the fact that these shipyard contracts are only good 
for a limited period ot time. 

Senator Buiter. Are they firm for that period of time ? 

Mr. Roruscuitp. They are firm. 

Senator Burier. Are they still subject to escalation / 

Mr. Rornscuinp. They are firm, with escalation and extra charges 
for changes. 

Senator Butter. All rig] 

Mr. Rorascnip. This is a very complicated business, Senator. 

Mr. Wersrer. Mr. Rothschild, I wanted to ask you a couple of 
questions about the ee in fact, which might occur between 
this procedure which Mr. Casey has suggested, the procedure which 
would be the law in the Ps ‘rmination of the construction differen- 
tial subsidy, if this were enacted, and the procedure which in the past 
has existed in maritime. 

Now, under the proposal which Mr. Casey made today, the General 
Acco intine (Office would alw ays be in on the actual determination 
of the construction-differential subsidy, in that it would have a review 
power before the contract became a binding contract. That is correct, 
isn tit ¢ 

Mr. Rorusciuitp. If I may answer your question by indirection, 
one of the difficulties is in finding out whether or not these contracts 
have been binding in the past. 

I think we could get some pretty good testimony from a couple of 
people here that perhs ups the *V yi not. 

Mr. Wesster. I think perhaps the thing I am driving at is not 
the extreme case, where it would eventually be determined years after- 
ward, through the process of court review, that the contract was not 
binding, but the situation where, adopting the General Accounting 
Ojlice’s very proper peaaenys as I understand it, if there is any 
doubt as to legality the doubt is resolved in favor of the Gove srnment, 
and ap yplying it to this situation that he has propos sed now, it seems 
to me that the dubious situations which on post-audit might not have 
been found to be illegal would have been declared improper and that 
philosophical difference might work to great disadvantage in the 
American merchant marine. 

The reason I say that—and I don’t know that I believe it—I am 
just pointing this out as a possibility, which I am sure you all would 
want to consider, and probably have. 

May I interject this: How long have you all known of this pro- 
posal of Mr. Casey's? 

Mr. Roruscuitp. The only time I ever heard it stated in precise 
language was within the last hour. 

We have had one informal discussion on it, at which the broad 
consequences were laid down. 

Mr. Wessrer. Let me ask you a question which I don’t think 
you should treat as embarrassing, but I think it is rather basic: Isn't 
it true that the Maritime Administration has felt there is a basic dif- 
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ference in philos ophy concerning the needs of the American merchant 
marine, between it and the General Accounting Office ¢ 

Mr. Roruscutiy. [have never seen any demonstration of that what 
ever. If the General Accounting Office has a philosophy as to the size 
and the character of the American merchant marine, they haven't 
made it known to me. Their concern, so far as I am able to tell, has 
been: Is the law, as laid down by the Congress, being carried out as 
designed and required ? 

Mr. WEBSTER. Would you agree to this: That in the administra 
tion of laws, where there is discretion in the matter of ph ilospohy | 
think in terms of the Maritime Administration, the philosop hy within 
the law is to have a strong merchant marine; in the General] Account- 
ing Office, within the law. to have a strong merchant marine, but 
emphasis on resolving doubts in favor of the taxpayer rather than the 
American merchant marine—would you believe that there can be 
different decisions and vet still legal ? 

Mr. Roruscnuivp. If I may refer to the most vivid and recent ex- 
perience—and that was in the case of the pricing of the mariners [ 
did not see at any time any suspicion of any such attitude as you are 
apparently concerned about. 

The questions which came from the Comptroller General’s Office 
were : How did we arrive at some of the figures ? 

Did we have a sufficient record in order to lhiave arrived at them ? 

Were those figures done according to the way they should have been 
done ? : I 

There was never, as I saw it, any questioning on the part of anyone 
from the General Accounting Office as to a philosophy involved as to 
whether we should have a large, a medium, or a small merchant marine. 

Mr. Wessrer. Do you think there would be any difference between 
the post-au dit review of the General Accounting ¢ lice as itis prese nity 
the general practice, and parenthetically I might say in your military 
situation, administratively you worked out an understanding so that 
you got finality before the determination was agreed on and made 
public, but generally there is a post-audit procedure. 

Do you think there will be : any difference between results from the 
one procedure where the Gene ral Accounting Office is in preauditwise 
and the present situation, where by and large, it is on the post-audit 
basis ? 

Mr. RoruscuiI.p. If you have reference to arithmetic results I do 
not see where there can be any difference because I remember what is 
either right before or wrong after. If you have reference to some 
thing else, I would say that so long as the present basis were substan 
tially the same basis in the Comptroller's Office and in the Federal 
Maritime Board, I would anticipate no trouble of any kind on any 
score W hatever. 

However. I do not think laws shoul | be writte nN with cle pe I de nee 
on individuals. I think they should be written so that they can be 
applied under any sort of cire — stances with any kind of individuals. 

Mr. Werstrer. May I ask Mr. Casey a question. Is there any differ 
ence, in your opinion, in the Mas philosophy of the two organizations, 
and looking in particular to past experience / 
Mr. Casey. IL know what you are hinting at. 
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Mr. Wesster. I might say I do not mean to be hinting, but I am 
not versed well enough in the problem to state it specifically. Perhaps 
you can state what is bothering me and answer it at the same time. 

Mr. Casey. I put it this way; in the administration of statutes it is 
probably human nature or at least traditional that the administrative 
agency, if there are two ways to construe it, they will construe it to 
give themselves the broader accounting. The General Accounting 
Office will construe it as withholding that authority. 

I do not anticipate that there will be any difference in the philosophy 
sc far as the post-audit and preaudit is concerned. We would take 
the same position prior to the execution of the contract and if we would 
advertise it we may be inclined to be more liberal as to what could be 
done under the law as we have to commit ourselves in advance of the 
execution than we would be afterwards. 

Mr. Wesster. Why do you say that? 

Mr. Casey. Because there is still room then to go up to the Congress 
if the Maritime Board will not agree with us and the ship company 
will not execute the contract, because we say it is illegal to come to 
the Congress and present the thing to them and get the thing clarified. 

Senator Burier. That is one thing that worries me about this act. 
I assume it comes up to this commitee and suppose we did not agree 
with you. Then what do we do? 

Mr. Roruscuitp. Write a new law. 

Mr. Casry. That is the objection I have to the proposal. It is really 
requiring the committees of Congress to do the work that they have 
set the Maritime Administr atoms to do. They set up the Maritime 
Administration under the 1936 act and under the proposals these 
studies have been made and the *y will go back to the Congress for 60 
days every year and they are throwing a lateral pass to the Congress 
so far as the responsibility is concer ned. 

Senator Buriter. Suppose you cannot agree and send the report to 
the Congress within 60 days, but solution of this as you have testified 
to is an educated guess and the Congress cannot write a law that 
would be any better than the other law— 

Mr. Casey. That would not be the area within there would be any 
action by the Congress. In fact, as I made reference to the Comp- 
troller’s decision on the Mariner case, he lays down a philosophy so 
far as the administration of these subsidy provisions are concerned, 
and he says, “When I pass the price of these Mariners, I recognize 
that this is an educated guess at best and I must resolve any doubt 
in favor of our people who have been charged with the responsibility 
for administering this law.” 

Senator Burier. And also must consider at the time he makes his 
determination that it is the declared policy of the Congress that these 
ships be built. 

Mr. Casey. Within the law. 

Senator Butter. And not have block obsolescence. 

Thank you ever so much, Mr. Rothschild. It was very nice of you 
to come up here. We are always glad to see you and this time we 
proved it by keeping you longer than you should have been kept. 

We will not hear from Mr. Ralph B. Dewey, the Washington rep- 
resentative of the Pacific American Steamship ‘Association, 
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STATEMENT OF RALPH B. DEWEY, WASHINGTON REPRESENTA- 
TIVE, PACIFIC AMERICAN STEAMSHIP ASSOCIATION 


Mr. Dewey. My name is Ralph B. Dewey. I am Washington rep- 
resentative of Pacific American Steamship Association, a nonprofit 
association of the 12 principal American-flag steamship companies 
operating on the Pacific coast. My local address is 1625 K Street NW., 
Washington, D.C. My appearance at these proceedings is to express 
our wholehearted support for the proposed amendments to title XI of 
the Merchant Marine Act to facilitate private financing of ship con- 
struction. 

In indicating this support, however, our association takes this op- 
portunity to present certain comments which we feel have not been 
thoroughly explored in these proceedings to date. 

1. Passage of this legislation will not provide in our view a com- 
plete solution for the problem of vessel replacement, which now faces 
the American ship operator and will continue to face him to an even 
greater degree in the years that lie ahead. This legislation must be 
considered within the framework of the entire economic climate in 
which the American ship operator finds himself. ‘The manner of pro- 
viding an incentive for the private financing of his vessel replacement 
needs is only a part of the problem, albeit a most important part. Be- 
fore the shipowners themselves commit their own funds to a construc- 
tion program, and before they ask either the Government or private 
capital to join with them in a long-term 20-year venture, they need to 
have a much clearer answer to many perplexing problems than they 
now have. The answers to some of these problems must be found 
by the vessel operator himself; other solutions are attendant upon 
what the United States Government, as well as what foreign govern- 
ments in his trading area, are going to do. 

A few of these questions are: 

(a) Does the dollar exchange position lend itself to long-term pri- 
vate financing of foreign trade; or will loans and grants from the 
United States be required to sustain the balance of payments of coun- 
tries in their trading area? 

(6) If United States aid is a factor, will it be of such nature as to 
guarantee his participation, and to what extent ? . 

(c) If the dollar exchange position of the countries of his trading 
area is weak, will foreign governments tend to restrict the use of dol- 
lars for commodities being shipped on vessels flying their own national 
flag? What other measures will foreign governments be likely to take 
to protect their own shipping industry ? 

(d) What is the outlook for marketing in the United States for 
products imported from countries on his route? Are substitutes or 
synthetics crowding out the natural product? What influence will 
aeons in industrial processes or consumer habits affect his volume of 
trade? 

(e) Can he compete with foreign-flag vessels in his route without 
subsidy aid? If he is under contract with the United States Govern- 
ment for subsidy aid, will the aid be sufficient? Will the Government 
meet its contractural obligations on time? Will he himself be able to 
continue to operate at a profit under the terms of his contract ? 

(f) What is his position in the trade route in terms of rte 
not only with foreign-flag but with American-flag lines¢ Is his per- 
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sonnel sufficiently educated to the nature of the trade and the needs of 
the shippers? Can they garner a suflicient portion of the commercial 
cargoes to fill their ships ¢ 

(7) What is the military situation in his trade route? Will the 
possibility of wars or police actions add or detract from his outlook 
for cargoes? What will the milit: ary policy vy be toward tender ing mili- 
tary cargoes to his vessel? Will his position in the present priority 
lineup as to military cargoes be continued? Will it be adjusted in his 
favor; or will it be adjusted to his detriment ? 

(hk) Once construction contracts are made between the Govern- 
ment and an operator, will they be final and binding on both parties ? 

It goes without saying that these and other considerations are in- 
herent in the whole problem ot replacement of the American mer- 
chant marine to which the subject-bill addresses itself. However, it 
is our contention that a solution to the method of financing ship con- 
struction through private channels deals more with the effect of our 
problems than it does with the causes. 

There are some serious political considerations with which the 
private industry must concern itself in discussing this legislation. 
This can best be analyzed by projecting ourselves 6 or 7 years hence 
at which time the bulk of the American merchant marine fleet will be 
on their way to becoming competitive ‘ly obsolete. At that time, can 
it realistically be said that Congress will look with favor wpon appro- 
priations for new ship construction, which could conceivably be upon 
appropriations for new ship construction, which could conceivably 
be one-half to three-fourths billion dollars a year ¢ 

The present valuation of the American merchant marine is slightly 
over re 5 billion. The replacement cost of these ships, most of which 
were built within a span of about 5 years, is estimated to be $8 billion. 
Even if we deducted from this figure the replacement cost of those 
ships W hic h | V thei ir nature wouk | not be pr lV ilewed to seek ( (rovern- 
ment loans or mortgage guarantees under the Merchant Marine Act, 
the replacement cost upon which Congress would be asked to pass 
judgment might well be $5 billon spread out over a few years. If 40 
percent or $2 billion of this amount were provided for through con- 
struction-differential subsidies, $350 million to $400 million per year 
would be required in appropriations each year for 5 years for this phase 
of the program alone. 

en that the balance were to be financed through Government 
loans, an addition 500 to 600 million dollars per year would be needed, 
and the annual appropriations for both phases of the construction 
problem would reach an astronomical ae With this in mind, it 
seems only politically, as well as economically, realistic at this time 
to make provision for the incentives whereby private investing insti- 
tutions can join with the ship operator at terms at least as advan- 
tageous as those provided for in Government financing. It would 
seem to be a much wiser policy to reduce, if possible, the annual need 
for Government outlays for merchant-ship construction for the simple 
reason that there is a point beyond which even the most well-informed 
and sympathe tic Members of Congress might be able to support such 
@ high level of appropriations. 

3. It is our view that the liberalizing of the mortgage provisions 
of title XI does not mean that private financing should supersede 
Government financing as provided in title V of the Merchant Marine 
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Act. We view both procedures for financing of ship construction as 
coequa!l in the determination of whether or not a vessel shall be built. 
We do appreciate that the sources of private financing should, as a 
matter of policy, be exhausted before a vessel operator seeks Gov 
ernment loans as a means of financing. However, it should be made 
a part of this record and we feel should be carefully considered i 
the report on this bill that the economic climate prevailing at any 
given time be given primary consideration in determining whethe 
or not a vessel should be built with Government financ ing. The Mer 
chant Marine Act itself was passed at a time of recession in the ship- 
ping industry. Recognition was given 7 that act to the industry’s 
peculiar inability to attract risk capital at certain times. 

We are not pessimistic about the possibility of private investing 
institutions coming forth to join with the private operator in the 
financing of ships, but we do feel that investment climate can change 
rapidly and it should not be the intent of this legislation to derogate 
the heaton: of the United States Government to step into the finan- 
cial picure when the national need predominates and where private 
investment is not sufficiently interested to step in. 

Senator Burier. Do you ae that that point has been sufficiently 
covered by the testimony of Mr. Casey ? 

Mr. Dewey. I agree with you, ‘fee itor. 

We draw to the attention of the committee. however, that banking 
and financial institutions are conservative by nature. Furthermore 
they must be cognizant of their public trust to not lend any funds, 
even if guaranteed to the extent of 100 percent by United States Goy 
ernment, to enterprises whose prospects of making a profit are not 
bright. In substantiation of this fact, I quote from the testimony of 
Mr. Russell G. Smith, executive vice president of the largest bank in the 
world, the Bank of America, which is the largest bank in the world, 
who appeared before the Senate Subcommittee To Study the Mari 
time Subsidy Program—Potter Committee— in its October 1953 hear 
ings in San Francisco. 

Senator Porter. Would the incentive be greater if it—the Government guar- 
anty—was 100 percent rather than 90 percent? 

Mr. Smirn. I don’t believe it would be an incentive, Senator; perhaps in 
slight degree. What I am trying to emphasize is this, Senator, that in the Federal 
Housing Act, the Government through mutual insurance insures mortgage loans 
if they thought the buyers of the houses were going to default under the loans 
and the banks were going to have to foreclose and look to the guarantor. 

Senator Porter. In other words, whether this law (Public Law 288, 88d Cong.) 
will bring about the desired effect depends upon the economic stability and the 
long-range outlook for the shipping industry. 

Mr. Situ. Precisely. It takes more than a guaranty to bring about a trans- 
action between borrower and lender. The borrower has to be sure that his loan 
is a profitable undertaking for him, and the banker wants to be assured that it 
is going to be profitable so that his loan may be repaid. 

Everyone learns early in their banking days that the best way to lose a friend 
is to let him guarantee a note that is not going to be paid. 

Senator Burier. There is this difference, that im this case there is 
a 100 percent guaranty and immediately upon a default and without 
foreclosure a demand is made upon the Government of the United 
States for the money. 

Mr. Dewey. That is right. 

Senator Burier. And the only disadvantage of that is that they lose 
a good long-term loan. That may deter some lenders, but not all. 
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Mr. Dewey. Mr. Smith still doesn’t want to come forth with the 
money if it isn’t a profitable venture. 

4. There has been considerable discussion about the pros and cons 
of various ways of handling the interest rate problem in this legisla- 
tion. Our members support the interest rate provision as written in 
the subject bill. If, however, in its wisdom this committee chooses to 
amend the interest rate features of this legislation, it is our view that 
in order for it to be workable as a practicable matter, the rate should 
be set at a level which is reasonable in relation to the Government in- 
terest rate provided for in title V. It is our view that the interest 
rate of 314 percent set forth in title V is a fair rate and if private 
investment sources are not sufficiently interested in a rate approxl- 
mating 314 percent that the prospective purchaser of a new vessel 
should then . permitted to seek Government financing. If the in- 
terest rate were to be made flexible, it improves the possibility that 
private financing would be available, at a price. However, the inter- 
est rate might be such a great deal higher than the Government rate 
that the ship operator will draw away from the construction that he 
has envisioned. The only alternatives then are either for him to for- 
get the whole project or to permit him the resources of seeking Gov- 
ernment financial aid, title V, at 314 percent. 

5. This association would like to reiterate its understanding that 
this legislation is not intended to substitute private financing for Gov- 
ernment financing of merchant vessels whenever construction is 
deemed necessary in the national interest. 

We are encouraged, however, at the prospect of private lending 
institutions, particularly banking institutions entering into the ship- 
ping business in a more extensive fashion than they have in the past. 
Ranking institutions are in a position of influence in every com- 
munity, and all too few banking institutions even in seaboard States 
are involved in ship mortgaging. It would be a healthy and beneficial 
result of this legislation if private banking would reach out for Gov- 
ernment guaranteed mortgages on ship construction and jump into 
the shipping business with both feet. The industry needs the advice 
and counsel that financial officials and their staffs can offer. They 
also need the strong support in the community, in the State, and at 
the national level, which banking institutions are capable of giving. 
The American merchant marine is everybody’s business, and we fore- 
see this legislation as resulting in a broader understanding by the 
general public of this vital industry. 

Senator Burter. Thank you ever so much, Mr. Dewey. 

Have you any questions, Mr. Webster ? 

Mr. Wesster. No, Mr. Chairman. 

Senator Burter. Thank you very much, Mr. Dewey. 

A letter dated April 15, 1954, from Mr. George W. Morgan, presi- 
dent of the Association of American Ship Owners to me will be made 
a part of the record. 

; peter April 15, 1954, from Mr. Morgan to Senator Butler is as 
ollows: 
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ASSOCIATION OF AMERICAN SHIP OWNERS, 
New York 4, N. Y., April 15, 1954. 
Hon. JoHN M. Butter, 
Chairman, Subcommittee on Water Transportation, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear SENATOR BuTLER: The purpose of this letter is to express this asso- 
ciation’s views with respect to the bill, S. 3219. I would appreciate it if you would 
include them in the record of the hearings. 

The bill’s purpose is to facilitate the financing of ship construction, recon- 
struction, and reconditioning in the private capital markets. This objective was 
one aspect of the comprehensive recommendations I made last year before the 
House Merchant Marine and Fisheries Committee for modernizing our national 
maritime policy in the light of present conditions. The Merchant Marine Act, 
1936, puts the Government in the business both of building ships for commercial 
use and of furnishing financial accommodations for their purchase. These activi- 
ties of the Government have seemed inconsistent with principles of free enter- 
prise and they have also seemed expensive from the Government’s point of view. 
Under the 1936 act provisions, appropriations are required to cover the full cost 
of ship construction and then a large portion of the appropriated funds are tied 
up for long periods in the form of mortgages. 

Private financing of ship construction is in accord with our recommendations. 
In the enterprise system, the investing function seems properly that of financial 
institutions such as banks, insurance companies, and investment bankers. Such 
institutions have a healthy effect on business because they offer rewards in the 
form of more favorable terms and interest rates to those who maintain sound 
financial positions and good credit ratings. 

In endorsing this bill, I should like to emphasize what seems to be a matter 
of basic fundamentals. Private financing, even when facilitated by Government 
mortgage guaranties is only going to stimulate ship construction where new ships 
can be operated at a profit. 

In the present state of affairs, it seems all too clear that there are insufficient 
economic opportunities for profitable operation of American-flag ships. That 
is the hard core of our maritime situation today and it cannot be cracked simply 
by facilitating private financing of ship construction. An adequate American 
merchant marine requires a better economic environment than is provided under 
existing laws. For that reason, it seems of great importance that our maritime 
statutes be critically reexamined and soundly revised. 

Very truly yours, 
GrorGe W. MorGAan, President. 

Senator Burrer. It seems to me that in view of the number of 
interesting and important questions and proposals raised by those 
who testified today that it would be helpful if representatives of the 
interested Government agencies including the Bureau of the Budget 
as well as the industry proponents might confer with the subcom- 
mittee counsel, Mr. Webster, for the purpose of resolving the questions. 
Perhaps various amendments will result. 

In any event, I will hold the record open for 2 weeks. 

If all of you are able to agree on the precise language of the bill 
you would like to see enacted, it might not be necessary to hold a 
third hearing. I suggest that those that would like to take part in 
the conference contact Mr. Webster. 

One thing has been called to the attention of the chairman of the 
subcommittee and I propose to take testimony on the question and any 
interested parties are hereby given notice that testimony will be taken 
and notice will be given and we want to hear from the investment 
bankers. 

They feel that this is a matter that should be handled, that is the 
mortgages and the securities issued under these matters, should be 
handled largely by the investment fraternity and not by the com- 
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mercial bankers, and we have offered them the opportunity to be 
heard. Notice of this hearing will be viven in due time. 

[ think it is their feeling, from what I have been able to gather, that 
under the National Banking Act, they should not be permitted to 


exceed the quota set in that act and there should not be any change 
in that law 0 t] al they could yet 1n this setup as suggested by Mr. 
Dewey with both feet. They want to keep the commercial bankers 
out of it and make it a field for investment banking rather than com- 


mercial banking. 1 think the theory behind that is that mortgages 
are not too liquid and if you tie the assets of banks up in investments 
of that type, that in time of stress they would not be able to liquidate 
them to the extent they should be and it is really an investment bank 
ing sphere. With that in mind, I have given them the opportunity 
to come before the subcommittee and testify. Thank you for having 
appeared. 

(Whereupon, at 4: 50 p.m. the hearing was recessed. ) 

Senator Burier. The following letter dated April 19, 1954, from 
the Committee of American Steamship Lines was received: 


COMMITTER OF AMERICAN STEAMSHIP LINEs, 
Washington, D.C., April 19, 1954. 
Hon. Jon MARSMALL BUTLER 
Senate Office Building, Washington, D. C. 

Dear SENATOR BuTLER: As a result of discussions which took place after the 
hearings on §$. 3219, there are several amendments of a technical nature which 
we think should be made in the bill. The amendments are set forth below, in 
each case with an explanatory statement. 

1. Section 1108 (¢) appears in the bill as follows: 

“(e) Each insurance contract made under this section shall run to and be 
for the benefit of the mortgagee, and if the mortgagee is a trustee under a trust 
indenture, for the benefit of the holders of the bonds or notes issued under said 
trust indenture, or, in the case of a loan, shall run to and be for the benefit of 
the lender.” 

It is quite possible that it may be desirable to set up a short-term loan with 
a trustee and a trust indenture, either by itself or in combination with a long 
term mortgage loan. It seems that this subsection should be amended to cover 
such a transaction. To accomplish this it should be amended to read as follov’s: 

“(e) Each insurance contract made under this section shall run to the mort 
gagee or lender and be for the benefit of such mortgagee or lender, and if the 
mortgagee or lender is a trustee under a trust indenture, for the benefit of the 
holders of the bonds or notes issued under such trust indenture.” 

2. Section 1104 (a) (5) now reads as follows: 

“(5) shall secure bonds, notes or other obligations bearing interest (exclusive 
of premium charges for insurance) at an average interest rate to the mortgagor 
not to exceed the estimated prevailing effective yield for Government securities 
which are subject to all Federal income taxes of twenty-year maturity, as de- 
termined by the Secretary of Commerce, plus 1 per centum per annum ;”. 

The words “(exclusive of premium charges for insurance)” are a carryover 
from Public Law 288, under which the premium charges for insurance were in- 
cluded in one payment made by the borrower to the lender with the interest and 
amortization payments. S. 3219 makes the premium charges payable directly by 
the borrower to the Secretary of Commerce. Therefore, these words are no 
longer needed and, moreover, appear to have caused some confusion. For that 
reason, we suggest that they should be stricken. 

The phrase “at an average interest rate to the mortgagor” is ambiguous due 
to the inclusion of the words “to the mortgagor.” It was the intention that the 
rate here referred to should be the average interest rate on the bonds, and to 
make this clear the words “to the mortgagor” should be stricken. 

As presently written, S. 3219 does not fix a specific date or time as of which the 
“prevailing effective yield” is determined. This may lead to some confusion, and 
it is therefore suggested that “prevailing” should be stricken where it now ap- 
pears in the paragraph and that after the words “twenty-year maturity” the fol- 
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lowing should be inserted: “prevailing on a date not more than thirty days before 
the date on which the commitment to insure is made by the Secretary of Com- 
merce or, if no commitment to insure is made, before the date on which the in- 
surance contract is made,” 

With these changes paragraph (5) will read as follows: 

“(5) shall secure bonds, notes, or other obligations bearing interest at an aver- 
age interest rate not to exceed the estimated effective yield for Government 
securities, which are subject to all Federal income taxes, of twenty-year maturity 
prevailing on a date not more than thirty days before the date on which the 
commitment to insure is made by the Secretary of Commerce or, if no commit- 
ment to insure is made, before the date on which the insurance contract is made, 
as determined by the Secretary of Commerce, plus 1 per centum per annum ;” 

3. Section 1104 (b) (1) now reads as follows: 

“(1) shall be for the purpose of financing, including reimbursement of the 
mortgagor for expenditures previously made for, the construction, reconstruc- 
tion, or reconditioning (including designing, inspecting, outfitting, and equip- 
ping) of a vessel which is intended to become subject to a mortgage which the 
Secretary of Commerce has made a commitment to insure ;” 

The word “mortgagor” should be “borrower”. “Mortgagor” is used throughout 
to apply to mortgaged loans and “borrower” to apply to the short-term loans. 
This paragraph relates only to short-term loans. 

The paragraph as so amended would read as follows: 

“(1) shall be for the purpose of financing, including reimbursement of the 
borrower for expenditures previously made for, the construction, reconstruction, 
or reconditioning (including designing, inspecting, outfitting, and equipping) of a 
vessel which is intended to become subject to a mortgage which the Secretary of 
Commerce has made a commitment to insure ;” 

I request that these amendments be made. 

I am sending a similar request to Mr. Tollefson to make these amendments to 
H. R. 8637. 

Yours sincerely, 
ALEXANDER PURDON, 
Rerecutive Director. 

Senator Burier. In due course, after our April 26 hearing on this 
bill, representatives of all of the interested Government agencies (ex- 
cept the Treasury Department) and representatives of the industry 
proponents met in conference with counsel for this subcommittee and 
counsel for the House Merchant Marine and Fisheries Committee. A 
representative of the witness who had proposed that the commercial 
banks be permitted to participate in this program of insured private 
financing agreed that that proposal not be considered in conjunction 
with this bill. 

However, the following documents have been received since our last 
hearing and should be made a part of the record: 

1. Statement by Mr. Karl R. Kurz, vice president of Keystone 
Tankship Corp., as follows: 


STATEMENT OF KArL R. Kurz 


My name is Kar! R. Kurz, and I live in Philadelphia, Pa. 

I am a vice president of Chas. Kurz & Co., Inc., and of Keystone Tankship 
Corp., which own and operate American-flag tankers. These are indepedent 
tanker companies; that is, they are not engaged in any other business and they 
do not own or have any interest in the products which they carry. Their vessels 
are operated on the market and their fortunes rise and fall with the demand 
for employment of independent tanker tonnage. Parenthtically the market at 
the present time is very bad and we see little prospect of improvement in the 
immediate future. 

We are aware of the concern of the Government with respect to the possible 
inadequacy of existing tankers in the event of emergency. We, ourselves, are 
concerned with the problem of approaching obsolescence of existing tankers, 
which is complicated by the fact that presently accumulated depreciation re« 
serves are hopelessly inadequate to permit replacement, because of the high cost 
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of new vessels. We have had wide experience in the acquisition and construc- 
tion of vessels, and in the financing problems which an independent owner faces, 
and the purpose of this memorandum is to briefly put those problems before you. 

It is the policy of the major oil companies to own vessels which will assure 
them of a percentage—usually 80 percent—of their normal transportation re- 
quirements. They look to the independents like ourselves for additional trans- 
portation when demands are high, and they put their own ships on the chartering 
market (or lay them up) when the demand is subnormal. The maintenance of 
independent tanker tonnage is essential to take care of the needs of independent 
producers and distributors of petroleum and chemical products. Accordingly, 
if the tanker fleet is to be expanded, the independent tanker companies will have 
to provide virtually all of the expansion in excess of the normal requirements of 
the major oil companies, and we thus represent a vital segment of a vital in- 
dustry. 

In order to build a large new tanker (which costs anywhere from $6 million 
to $8 million) we have to borrow virtually all of the construction cost. Prospec- 
tive lenders will not lend upon the security of the vessel alone. Accordingly our 
fundamental problems in financing are to fiind (i) a means of assuring security 
to the lender, and (ii) a means of fitting depreciation to the economic life of the 
vessel, 

We endorse the purposes of S. 3219, and believe that, if passed in substantially 
its present form, it will go a long way toward solving the first part of our finan- 
cing problem. We were familiar with S. 1905, and were quite certain, upon 
its passage, that it would not provide any solution to our problems. This was 
confirmed when we discussed it with bankers and representatives of insurance 
companies, Who refused to lend under its provisions. I know that their specific 
objections have been pointed out by other people, and I shall confine this memo- 
randum to our own problems. 

If the Government expects tankers to be built by private capital, it will have to 
do something to make financing possible. I believe that passage of 8. 3219 is a 
vital—but not complete—part of the program; provided that it authorizes the 
insurance of a loan up to 100 percent of the mortgage; that it permits the mort- 
gage to represent at least 8714 percent of the cost of a tanker and preferably 
more; and that the interest rate on the loan may be any reasonable rate that the 
parties agree upon. 

The Government can certainly afford to insure a mortgage up to the full value 
of an essential ship (for which it will be paid a healthy premium) rather than 
build the ship itself. It there should be a default, the Government will have 
acquired a vessel at much less than it could have constructed it, since a substan- 
tial portion of the loan will have been paid off before foreclosure causes could 
arise. We have bought many ships from the Government subject to mortgage, 
and we have never yet defaulted, and we never expect to do so. 

From the standpoint of interest rate, it is obvious that any provision which 
restricts the interest rate to the point where lenders will not lend, will defeat 
the purpose of the legislation. I question that the rate of interest concerns 
the Government, since the Government will never be called upon to pay interest 
for more than, at most, a very nominal period. On the other hand, the shipowner 
will drive the best bargain possible, and will not enter into a contract under 
which, in his opinion, he becomes committed to pay an interest rate in excess of 
the market. Accordingly I suggest that the bill be amended to provide that the 
interest rate shall be any rate agreed upon between the lender and the borrower; 
provided only that it does not exceed, say 6 percent. Representatives of our 
company have discussed this problem with lenders and are of the opinion that 
under the proposed restrictive language of the bill, insurance companies and other 
institutional lenders may refuse to lend at the restrictive rates at the very time 
when the economy may be in greatest need of constructing ships. 

I want to emphasize that mortgage insurance alone will not solve our financing 
problem. In order to get a loan over a term of years from an institutional lender, 
we must be able to assure them that (i) the loan will be 100 percent paid off over 
the productive life of the ship (which is less than the physical life of the ship) 
and, (ii) the income earned by the ship will be adequate to provide for amortiza- 
tion. This means that we must have assurance of the right of depreciating the 
vessel over its productive years. The proposals presently made by Congress, as 
we understand them, do not accomplish this result. For example, under emer- 
gency amortization, as it presently exists, and under the proposed increase in the 
declining balance writeoffs, the amount required to be earned in the early years 
of life of the ship is out of all proportion to what its earnings would be under 
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present conditions. During those years, therefore, we could not earn deprecia- 
tion. On the other hand in later years under both systems the vessel would earn 
more than its depreciation but would have no right of carryback beyond the 
present period of 1 year. What we need, therefore, is the system proposed in 
S. 1879, under which a person constructing a new vessel is entitled to take up to 
5 percent per annum in depreciation and is permitted to take an amount not 
exceeding an additional 5 percent if earned. This would make it possible for 
us, by entering into long-term contracts of employment when the market is rela- 
tively high, to construct new vessels, and, because of the assurance that we could 
repay the lender over a term of from 10 to 15 years, obtain advantageous 
financing. 

Oil companies and other prospective charterers of independent vessels are 
reluctant to enter into contracts of employment in excess of 10 or 12 years, 
and in the past 10 years our companies have lost many opportunities to construct 
vessels because they could not assure prospective lenders that the cost of the 
vessels could be repaid over the term of such a charter party. 

These proposals, if adopted, would cost the Government very little, and possibly 
nothing, yet they would encourage the building of ships which the Government 
itself says our merchant marine must have. Legislation in which the needs of the 
industry are compromised, cannot be of any benefit; there is either the need for 
ships, or there is not; if the ships are needed, legislation must make it possible; 
and adoption of all the principles which I have discussed here, will go a long 
way toward encouraging the financing and building of vessels. Anything less 
will, in my opinion, result in the building of only an occasional ship to meet 
some specialized purpose. 


Senator Burier. 2. Letter dated May 3, 1954, from Acting Secre- 
tary of the Treasury, with attached memorandum, as follows: 


TREASURY DEPARTMENT, May 3, 1954. 
Hon. JoHnN W. BRICKER, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

My Drar Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 3219, to amend certain provisions of title XI of the Mer- 
chant Marine Act, 1936, as amended, to facilitate private financing of new ship 
construction, and for other purposes. 

The bill contains provisions which, among other things, would (1) increase 
the Government insurance on mortgages or loans made in connection with ship 
construction from 90 percent to 100 percent of the insured mortgage or loan; 
and (2) increase the mortgage and loan insurance authorization from $100 
million to $1 billion. 

The Treasury Department is in accordance with the objective of the proposed 
bill, which would appear to be to encourage the use of private funds in modern- 
izing and strengthening the merchant marine, thereby maximizing private initia- 
tive and minimizing Government financing. 

The Department feels, however, that the increase in Government insurance to 
100 percent is undesirable in view of the fact that the Government would pay all 
of the insured mortgage or loan in cash in the event of a default and would have 
complete responsibility in handling foreclosure proceedings. The Department is 
of the opinion that the combined effect of those provisions would remove the 
incentive of the private lender to service his mortgage properly since he would 
have almost immediate access to Treasury cash for the full amount of his 
investment. The 100 percent insurance coverage would remove the only coinsur- 
ance feature existing at the present time and might set an unfortunate precedent 
in granting too liberal Government insurance provisions to many other types of 
private investment. The Department also notes with concern the large increase 
in the mortgage insurance authorization that would be provided by the bill. 

In the event the bill is given favorable consideration, the Department believes 
that some technical changes in its provisions would be necessary. These are 
discussed in the attached memorandum. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
M. B. Foisum, 
Acting Secretary of the Treasury. 
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MEMORANDUM 


Re S. 3219, to amend certain provisions of title XI of the Merchant Marine Act, 
1956, as amended, to facilitate private financing of new ship construction, 
and for other purposes 

(1) Section 1104 (a) (5) of title XI of the Merchant Marine Act, 1986, as 
it would be amended by section 4 (6) of the bill, would provide for a maximum 
interest rate on insured mortgages or loans to be determined by the Secretary 
of Commerce based on the yield on Government securities of 20-year matur- 
ities, plus 1 percent per annum. The Department believes that the rate should 
be determined by the Secretary of the Treasury rather than the Secretary of 
Commerce. Furthermore, in order to bring the interest formula more in line 
with similar language in other statutes, it is recommended that the proposed 
section 1104 (a) (5) be amended to read as follows: 

“(5) secure bonds, notes, or other obligations bearing interest (exclusive 
of premium charges for insurance) at a rate not to exceed 1 per centum per 
annum plus the annual rate of interest which the Secretary of the Treasury shall 
specify as applicable to the six-month period (beginning with the six-month 
period ending June 30, 1954) during which the mortgage is issued, which appli- 
cable rate for each such six-month period shall be determined by the Secretary 
of the Treasury by estimating the average yield to maturity on the basis of 
daily closing market bid quotations or prices during the month of May or the 
month of November, as the case may be, next preceding such six-month period, 
on all outstanding marketable obligations of the United States having a maturity 
date of fifteen or more years from the first day of such month of May or Novem- 
ber and by adjusting such estimated average annual yield to the nearest one- 
eighth of one per centum.” 

(2) The net effect of section 1103 (d) and 1105 (b) of title XI of the Merchant 
Marine Act, 1936, as they would be amended by section 3 (3) and section 5 (1) 
of the bill, would be to require the Secretary of the Treasury to obtain appro- 
priations and make payments in case of default on insured mortgages or loans 
in the event that funds in the Federal ship mortgage insurance fund are insuf- 
ficient to make such payments. The Treasury Department would not have the 
necessary information on which to base a justification for requests for such 
appropriations and it is recommended that the Secretary of Commerce obtain 
the appropriations and make the payments as is provided under existing law. 


Senator Burier. 3. Letter dated May 38, 1954, from Director, Bu- 
reau of the Budget, as follows: 


IEXXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 3, 1954. 
Hon. Joun W. Bricker, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


My Dear Mr. CuatrRMAN: This will acknowledge your informal request in- 
viting the Bureau of the Budget to comment on 8. 3219, a bill to amend certain 
provisions of title XI of the Merchant Marine Act, 1936, as amended, to facil- 
tate private financing of new ship construction, and for other purposes. 

The Bureau of the Budget fully supports the basic objective of the bill of en- 
couraging increased private financing in this field, with less emphasis on direct 
loans by the Federal Government. Specifically, we favor (a) the elimination of 
the reyuirement that interest rates on insured mortgages be less than the going 
rate for uninsured mortgages; (0) the limited liability provisions for passenger 
vessels; (c) the extension of insurance to tankers; (d) the provisions permit- 
ting one large investment to be subdivided into numerous smaller investments 
through trust indentures; and (e) the many other technical improvements facil- 
tating private lending. 

Hlowever, we have serious reservations about the bill in its present form: 

1. The Bureau agrees with the Secretary of the Treasury that 100-percent 
Federal insurance of 75 percent of construction costs in undesirable. One hun- 
dred percent insurance would reduce the incentive of private lenders to screen 
and service mortgages properly, could lead to abuses in lending practice, and 
would serve as an unfortunate precedent for other Government insurance pro- 
grams. There has not been enough experience to judge the adequacy of 90-per- 
cent insurance, since the present legislation has been in effect for only 9 months. 
With some of the other improvements proposed in S. 8219, 90-percent insurance 
may well be adequate to meet a large part of the needs of the shipping industry. 
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2. Reduction of the maximum interest rate on private mortgages from gener 


ally 5 percent to a rate based on yields of taxable 20-year Government bonds, 
plus 1 percent per annum, may seriously restrict the availability of private funds 
for ship construction. We recommend greater flexibility with either no specific 
limitation or continuation of the existing limitations. 

3. Increasing the percentage of construction costs eligible for insurance for 
bulk-carriers and special-purpose vessels to 87.5 percent, in addition to increas 
ing insurance from 90 to 100 percent, would greatly increase the risk to the Gov 
ernment. However, the financing problems of bulk-carriers and special-purpose 
vessels do not Seem more serious than those of other types of vessels ; on the con 
trary, it may well be easier to obtain financing for bulk-carriers since they are 
generally owned by industrial concerns. While direct Federal financing of 87.5 
percent is available under existing law for vessels meeting minimum size and 
speed requirements, this authority has hardly been used at all and the minimun 
requirements are outdated. The present authority does not seem to be serving 
its purpose and we question the desirability of extending it to Federal mortg: 
insurance. 

4. The bill increases the Government’s risk, but continues the existing insur 
ance premium limitation of 1 percent. We recommend that the legislation make 
it clear that premiums be adequate to provide for administrative expenses and 
reserves for probable losses, and that the limitation be eliminated or raised 

5. The provision in the bill authorizing mortgage insurance of 75 percent of 
the estimated construction cost may lead to serious abuses. We recommend that 
insurance be limited to 75 percent of actual costs. 

Additional problems are raised in the reports of the Secretary of the Treasury 
and of the Securities and Exchange Commission. We are in general agreement 
with their position. 

For the above reasons, the Bureau of the Budget does not favor enactment of 
S. 3219 in its present form. If it would be helpful to your committee, I shall be 
glad to have Bureau staff discuss these and any other problems with your staff 

Sincerely yours, 





ROWLAND HvuGHEs, 
Director 


Senator Burier. 4. Letter dated May 5, 1954, from Chairman of 
the Securities and Exchange Commision with attached memorandum 
as follows: 


SECURITIES AND EXCHANGE COMMISSION, 
Washington, May 5, 1954 
Hon. JoHn W. BRICKER, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


DEAR SENATOR BRICKER: Enclosed herewith is a copy of a memorandum pre 
pared by the Division of Corporation Finance and the Office of the General Coun 
sel expressing the views of the Commission upon 8. 3219, a bill to amend certain 
provisions of title XI of the Merchant Marine Act, 1986, as amended, to facilitate 
private financing of new ship construction, and for other purposes 

Thank you for providing us with an opportunity to comment upon this bill 

Sincerely yours, 
Rateu H. DEMMLER, 
Chairman 


MEMORANDUM BY THE DIVISION OF CORPORATION FINANCE AND THE OFFICE 
OF THE GENERAL COUNSEL UPON 8S. 3219 


$S. 3219 would amend title XT of the Merchant Marine Act of 1936, which relates 
to Federal ship mortgage insurance. That title of the Merchant Marine Act now 
authorizes the Secretary of Commerce to insure 90 percent of the unpaid balance 
of certain mortgages on merchant vessels. S. 3219 would amend that legislation 
to provide, among other things, that upon application of the borrower or mort 
gagor the Secretary of Commerce shall insure 100 percent of the principal and 
interest on loans relating to certain merchant vessels, whether or not such loans 
are to be secured by mortgages. The bill, therefore, relates primarily to the 
problem of Federal assistance to and encouragement of merchant shipping, a 
matter unrelated to the administrative duties of the Securities and Exchange 
Commission. Consequently, we offer no comment upon the general provisions 
of the bill. 
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However, section 4 (g) of the bill would exempt the securities evidencing loans 
insured under title XI from the Securities Act of 1933 and the Trust Indenture 
Act of 1939 to the same extent as though such securities were specifically exempted 
in section 3 (a) (2) of the Securities Act. Section 4 (g) reads as follows: 

“(g) The provisions of section 5 of the Securities Act of 1933, as amended, 
shall not apply to any bond, note or other obligation issued under a trust inden- 
ture secured by a mortgage which is insured by the Secretary of Commerce under 
the provisions of this title, or any note or other obligation evidencing a loan 
which is issued by the Secretary of Commerce under the provisions of this title, 
and any such security shall be deemed to be exempt from the provisions of the 
Securities Act of 1933, as amended, and of the Trust Indenture Act of 1939 to 
the same extent as though such security were specifically exempted in section 
3 (a) (2) of said Securities Act, and section 304 of said Trust Indenture Act.” 

This exemption would eliminate, insofar as the securities covered are con- 
eerned, such investor protections as the registration and prospectus requirements 
of section 5 of the Securities Act, the civil liability provisions of section 11 of 
the Securities Act designed to provide relief for inaccuracies or inadequacies of 
registration statements, the antifraud civil liability provisions of section 12 (2) 
of the Securities Act, and the safeguards contained in the Trust Indenture Act 
with respect to the qualification of trust indentures. 

S. 3219 is, to some extent, ambiguous. It appears to contemplate insurance 
commitments of 100 percent of the principal and interest on insurable loans, 
but a technical reading of the language would permit a borrower or mortgagor to 
apply for and obtain insurance of less than 100 percent. If there is 100 percent 
insurance of principal and interest, the insurance would, we believe, be such a 
guaranty of the principal and interest as would fall within the meaning of sec- 
tion 8 (a) (2) of the Securities Act of 1933 which exempts any security guar- 
anteed by the United States. Even if the bill made no reference to the Securi- 
ties Act and the Trust Indenture Act, securities so “insured” under title XI 
would be considered exempt from the provisions of the Securities Act of 1933 and 
the Trust Indenture Act of 1989. The provisions of the bill pledging the credit 
of the United States, and providing for payment by the Secretary of the Treasury 
if the Secretary of Commerce fails to pay support this conclusion. 

Accordingly, section 4 (g) would be unnecessary if the bill is construed to apply 
only to 100 percent insured securities. However, even if the bill is so limited, 
section 4 (g) would serve the function of clarification of the congressional intent 
in using the word “insured” instead of the word which is used in the Securities 
Act, “guaranteed.” Therefore under this construction of the bill we have no 
objection to section 4 (zg). 

If, on the other hand, the bill is construed to permit partial insurance by the 
United States, it would constitute an additional exemption from the Securities 
Act and Trust Indenture Act which we believe to be unwarranted. Our experi- 
ence has shown the desirability of providing the protections afforded by the 
Securities Act and Trust Indenture Act for all private issuers. There would 
appear to be no reason for placing securities relating to merchant vessels in a 
separate category. 


Senator Butier. 5. Letter dated May 17, 1954, from Assistant Sec- 
retary of State: 


DEPARTMENT OF STATE, 
May 17, 1954. 
Hon. JouHn W. BRICKER, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear SENATOR Bricker: Reference is made to your letter of March 31, 1954, 
and to the Department’s acknowledgment thereof dated April 5, 1954, concern- 
ing S. 3219, to amend certain provisions of title XI of the Merchant Marine Act, 
1936, as amended, to facilitate private financing of new ship construction, and 
for other purposes. Your letter stated that the committee would be pleased to 
receive any comments the Department may desire to offer concerning this bill. 

It is the Department’s understanding that the purpose of the bill is to facilitate 
private financing, in place of Government financing, of the building of new mer- 
chant ships. This is a subject with which the Department is not primarily con- 
cerned. Accordingly, the Department does not desire to offer any comments with 
regard to S. 3219. 
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The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 
Sincerely yours, 
THRUSTON B. MorTON, 
Assistant Secretary 
(For the Secretary of State). 


Senator Buruier. 6. Letters dated May 17, 1954, from Messrs. 
Francis Greene, Ralph B. Dewey, and Alexander Purdon with 2 
attachments, 1 dated May 11, 1954, the other May 18, 1954: 


COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington, D. C., May 17, 1954. 
Hon. JOHN MARSHALL BUTLER, 
Senate Office Building, Washington, D. C. 

Deak SENATOR BuTLeER: At your suggestion made during the hearings on 8S. 
3219, representatives of the steamship industry have met with counsel to your 
committee, counsel to the Merchant Marine and Fisheries Committee of the 
House, the Associate General Counsel of the General Accounting Office, Counsel 
for the Maritime Administration, and a representative of the Navy Department. 
During this meeting, we jointly discussed various proposals for amending §8. 3219, 
H. R. 8637. In addition, we subsequently consider the comments of the Bureau 
of the Budget, Treasury Department, and the Securities and Exchange Commis- 
sion. Many of the questions raised by these agencies have been met in the 
attached amendments. 

“Actual cost” has been substituted for “estimated cost’ to meet objections 
raised both at the hearings and by the Bureau of the Budget. An interest pro- 
vision which adopts the formula suggested by the Treasury has been included. 
As indicated in the memorandum, the Treasury now has this provision under 
consideration; however, the proposed amendments retain the provisions for 100 
percent insurance of 75 percent of the actual cost to the mortgagor or borrower 
(or in the case of special purpose vessels, 100 percent insurance of 8714 percent). 

The alternative to 100 percent insurance is, in our opinion, not 90 percent 
insurance, but rather 100 percent direct Government financing under title V. 

The attached memorandum sets forth the amendments which we have pre- 
pared and now submit. In each case, we have explained the position of the in- 
dustry with respect to the amendments and any known objections thereto. 

We also enclose a revised draft of title XI incorporating provisions of the bill 
as herein amended. 

Respectfully submitted. 

FRANCIS THORNTON GREENE, 
American Merchant Marine Institute, Inc. 
RatpH B. DEWEY. 
Pacific American Steamship Association. 
ALEXANDER PURDON, 
Committee of American Steamship Lines. 


Mary 11, 1954 


PROPOSED REVISION OF TITLE X—I, FEDERAL SHIP MORTGAGE INSURANCE 
MERCHANT MARINE Act, 1936 


Sec. 1101 (46 U. S. C. Sec. 1271). DEFINITIONS. 

As used in this title— 

(a) The term “mortgage” includes a preferred mortgage as defined in the 
Ship Mortgage Act, 1920, as amended, and a mortgage which will become a pre- 
ferred mortgage when recorded and endorsed as required by the Ship Mortgage 
Act, 1920, as amended ; 

(b) the term “loan” includes any loan or advance of credit other than a 
mortgage loan; 

(c) the term “vessel” includes all types of passenger, cargo, and combination 
passenger-cargo carrying vessels, tankers, tugs, towboats, barges, and dredges 
documented under the laws of the United States, and fishing vessels owned by 
citizens of the United States ; 

(d) the term “mortgagee” includes the original maker of a loan secured by a 
mortgage and his successors and assigns, except that in the case of a mortgage 
involving a trust indenture and an issue of bonds or notes thereunder, it means 
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the trustee designated in such trust indenture and his successors and assigns 
as trustee, but does not include the holders of the bonds or notes issued under 
such trust indenture; and the term “lender” includes the original maker of 
any loan or advance of credit other than a loan secured by a mortgage, and 
his successors and assigns, except that in the case of a loan or advance of 
credit involving a trust indenture and an issue of bonds or notes thereunder, it 
means the trustee designated in such trust indenture and his successors and 
assigns as trustee, but does not include the holders of the bonds or notes issued 
under such trust indenture ; 

(e) the term “mortgagor” includes the original borrower under a mortgage 
and his successors and assigus approved by the Commission ; and 

(f) the term “actual cost” of a vessel as of any specified date means the aggre 
gate as determined by the Secretary of Commerce of (i) all amounts paid by or 
for the account of the mortgagor or borrower on or before that date, and (ii) all 
amounts which the mortgagor or borrower is then obligated to pay from time to 
time thereafter, for the coustruction, reconstruction or reconditioning (including 
designing, inspecting, outfitting, and equipping) of such vessel. 





Sec. 1102 (46 U.S. C. Sec. 1272). FreperaL Sure MORTGAGE INSURANCE FUND. 
There is hereby created a Federal ship mortgage insurance fund (hereinafter 
referred to as the “fund’’) which shall be used by the Secretary of Commerce as 


a revolving fund for the purpose of carrying out the provisions of this title, and 
there shall be allocated to such fund the sum of $1,000,000 out of funds made 
available to the Secretary of Commerce under the appropriation authorized by 
section 1109 (46 U.S. C. Sec. 1279). Moneys in the fund shall be deposited in the 
Treasury of the United States to the credit of the fund or invested in bonds or 
other obligations of, or guaranteed as to principal and interest by, the United 
States. 

Sec. 1108 (46 U. 8S. C. Sec. 1273). AUTHORIZATION OF SECRETARY TO INSURE 
MORTGAGES AND LOANS: INSURANCE AGAINST LOSS: LIMITATIONS: AGGREGATE 
AMOUNT OF INSURANCE. 

(a) The Secretary of Commerce, upon application by the mortgagor, is 
authorized to insure as hereinafter provided 100 per centum of the principal 
of, and interest on, any mortgage offered to him which is eligible for insurance 
as hereinafter provided and, upon such terms as the Secretary of Commerce 
may prescribe, shall make commitments to insure any such loan prior to the 
date of execution or disbursement thereon. 

(b) The Secretary of Commerce, upon application by the borrower, is 
authorized to insure as hereinafter provided 100 per centum of the principal of, 
and interst on, any loan offered to him which is eligible for insurance as here- 
inafter provided and, upon such terms as the Secretary of Commerce may pre- 
scribe, shall make commitments to insure any such loan prior to the date of 
execution or disbursement thereon. 

(c) Each insurance contract made under this section shall run to the mort- 
gagee or lender and be for the benefit of such mortgagee or lender and the holders 
of the obligation secured by the mortgage or evidencing the loan, and if the 
mortgagee or lender is a trustee under a trust indenture, for the benefit of the 
holders of the bonds or notes issued under such trust indenture. 

(d) The faith of the United States is solemnly pledged to the payment of 
the principal amount of and interest on each mortgage and loan insured under 
this title, and in the event the Secretary of Commerce fails to make any such 
payment when due, the Secretary of the Treasury shall pay such unpaid amount, 
which is hereby authorized to be appropriated, out of any money in the Treasury 
not otherwise appropriated. 

(e) The aggregate unpaid principal amount of the mortgages and loans 
insured under this section and outstanding at any one time shall not exceed 
$1,000,000,000. 

Sec. 1104 (46 U. S. C. Sec. 1274). INSURANCE OF MORTGAGES AND LOANS. 

(a) To be eligible for insurance under this title a mortgage, excepting as 
otherwise provided in section 1106 (46 U. S. C. see. 1276)— 

(1) shall have a mortgagee approved by the Secretary of Commerce as re- 
sponsible and able to service the mortgage properly; and a mortgagor approved 
by the Secretary of Commerce as possessing the ability, experience, financial 
resources, and other qualifications necessary to the adequate operation and 
maintenance of the mortgaged property ; 

(2) shall involve an obligation in a principal amount which does not exceed 
75 per centum of the actual cost of the vessel as of a date not more than 30 
days before the date on which the vessel is documented, such actual cost to 
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be determined by the Secretary of Commerce prior to the execution of the 
mortgage and such determination to be conclusive for the purpose of determin- 
ing the principal amount of the mortgage: Provided, however, That in the case 
of a vessel, the size and speed of which are approved by the Secretary of Com- 
ferce, which is eligible for mortgage aid under section 509 of this Act and in 
respect of which the minimum down payment by the mortgagor required by 
that section would be 1214 per centum of the cost of such vessel, the obligation 
may be in an amount which does not exceed 874% per centum of such actual 
cost; or, in the case of vessels purchased pursuant to the Merchant Ship Sales 
Act of 1946, as amended, for exclusive use on the Great Lakes, involve an obliga- 
tion in a principal amount which does not exceed 75 per centum of the net pur- 
chase price of such vessels plus 75 per centum of the amounts expended for 
altering, modifying, converting, and equipping such vessels in excess of that 
purchase price, or 75 per centum of the amount which the Secretary of Com- 
merce estimates will be the value of such vessel so purchased for exclusive 
use on the Great Lakes when the reconstruction or reconditioning is completed, 
whichever is the lesser ; 

(3) shall secure bonds, notes or other obligations having maturity dates 
satisfactory to the Secretary of Commerce but not to exceed twenty years from 
the date of its execution ; 

(4) shall contain amortization provisions satisfactory to the Secretary of 
Commerce requiring periodic payments by the mortgagor ; 

(5) secure bonds, notes or other obligations bearing interest at an average 
rate not to exceed one per centum per annum plus the annual rate of interest 
which the Secretary of the Treasury shall specify as applicable to the six-month 
period (beginning with the six-month period ending June 30, 1954) during which 
the commitment to insure is made by the Secretary of Commerce, or, if no com- 
mitment to insure is made, during which the insurance contract is made by the 
Secretary of Commerce, the applicable rate for each such six-month period shall 
be determined by the Secretary of the Treasury by estimating the average yield 
to the earliest call date or, in the case of non-callable obligations, to the maturity 
date on the basis of daily closing market bid quotations or prices during the 
month of May or November, as the case may be, next preceding such six-month 
period on all outstanding marketable direct obligations of the United States, 
which are subject to all Federal income taxes, the earliest call date of which, 
or, in the case of noncallable obligations the maturity date of which, is fifteen or 
more years after the first day of such month of May or November, and by adjust- 
ing such estimated annual yield to the nearest one-eighth of one per centum., 
The Secretary of the Treasury may authorize an average rate not more than one- 
half per centum per annum higher if he finds that market conditions require 
such higher rate; 

(6) shall provide, in a manner Satisfactory to the Secretary of Commerce, for 
the application of the mortgagor’s periodic payments to amortization of the prin- 
cipal of the mortgage, exclusive of the amount allocated to interest ; 

(7) shall contain such terms and provisions with respect to the construction, 
reconstruction, reconditioning, maintenance, purchase of a vessel for use on the 
Great Lakes pursuant to the Merchant Ship Sales Act of 1946, as amended, or 
operation of the property, repairs, alterations, payment of taxes, insurance, de- 
linquency charges, revisions, foreclosure proceedings, anticipation of maturity, 
additional and secondary liens, and other matters pertinent to the security as 
the Secretary of Commerce may prescribe ; 

(8) shall secure a loan made to aid in financing, including payment of loans 
previously made to finance, and reimbursement of the mortgagor for expendi- 
tures previously made for, construction (including designing, inspecting, outfit- 
ting and equipping) of vessels under title V of this Act, as amended, or the pur- 
chase by citizens of the United States of vessels for use on the Great Lakes pur- 
suant to the Merchant Ship Sales Act of 1946, as amended, or the construction, 
reconstruction, or reconditioning (including designing, inspecting, outfitting and 
equipping), subsequent to the enactment of this title, of vessels owned by citi- 
zens of the United States which are designed principally for commercial use (@) 
in the coastwise or intercoastal trade; (b) on the Great Lakes, or on bays, 
sounds, rivers, harbors, or inland lakes of the United States ; 

(9) shall provide that the mortgagor shall pay to the mortgagee the amount 
required for the payment of each premium charge at least sixty days before the 
payment of such premium charge to the Secretary of Commerce is due, and shall 
further provide that the failure of the mortgagor to make such payment shall be 
a default under the mortgage; 
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(10) may, in the case of a passenger vessel having the tonnage, speed, passen- 
ger accommodations and other characteristics set forth in title V of this Act, 
as amended, with the approval of the Federal Maritime Board, provide that the 
sole recourse against the mortgagor of the United States as assignee of the mort- 
gage for the payment of the principal of, and interest on, the mortgage and the 
bonds, notes or other obligations secured theeby shall be limited to repossession 
of the vessels and the assignment of insurance claims and that the obligation 
of the mortgagor for such principal and interest shall be satisfied and discharged 
by the surrender of the vessel and all right, title and interest therein to the 
United States; and provided, that the vessel upon surrender shall be (i) free and 
clear of all liens and encumbrances whatsoever except the lien of the preferred 
mortgage, (ii) in class and (iii) in as good order and condition, ordinary wear 
and tear excepted, as when acquired by the mortgagor, except that any deficien- 
cies with respect to freedom from encumbrances, condition and class may, to the 
extent covered by valid policies of insurance, be satisfied by the assignment to 
the United States of Claims of the mortgagor under such policies ; 


i 


(11) shall contain such other provisions as may be agreed upon between the 
mortgagor and mortgagee, which are not inconsistent with the provisions of the 
preceding paragraphs of this subsection (a) and which are not disapproved by 
the Secretary of Commerce 

(b) Te be elig ble for insurance under this title a loan 

(1) shall be made by a lender approved by the Secretary of Commerce to a 
borrower approved by the Secretary of Commerce as possessing the ability, 
experience, financial resources and other jualifications necessary to the adequate 
operation and maintenance of the property ; 

(2) shall be made to aid in financing, including payment of loans previously 
made to finance, and reimbursement of the borrower for expenditures previously 
made for construction (including designing, inspecting, outfitting and equipping) 
of vessels under title V of this Act, as amended, or for the construction, recon- 


struction or reconditioning (including designing, inspecting, outfitting and equip- 
ping) subsequent to the enactment of this title, of vessels owned by citizens of 
the United States which are designed principally for commercial use (a) in the 
coastwise or intercoastal trade; (b) on the Great Lakes or on bays, sounds, 
rivers, harbors, or inland lakes of the United States; (c) in foreign trade; or 
(d) in the fishing trade or industry ; 

(3) shall be payable prior to or simultaneously with the execution of the 
mortgage; 

(4) shall provide that no advance shall be made thereunder unless the sum 
of such advance and the principal amount of all other advances under insured 
loans then outstanding at the time of said advance shall be less than 75 per 
centum of the actual cost of such vessel as of a date not more than thirty days 
prior to the date on which such advance is made, such acual cost to be determined 
by the Secretary of Commerce and such determination to be conclusive for the 
purpose of determining the principal amount of the loan; 

(5) shall provide that the borrower shall pay to the lender the amount required 
for the payment of each premium charge at least sixty days before the payment 
of such premium charge to the Secretary of Commerce is due, and which shall 
further provide that the failure of the borrower to make such payment shall give 
the lender the right to mature the loan; 

(6) Shall bear interest at an average interest rate not to exceed the maximum 
rate permitted by paragraph (5) of susbection (a) of this section; and 

(7) Shall contain such other provisions as may be agreed upon between the 
borrower and the lender which are not inconsistent with the provisions of the 
preceding paragraphs of this subsection (b) and which are not disapproved by 
the Secretary of Commerce. 

(c) No commitment to insure a mortgage or loan shall be made by the Secre- 
tary of Commerce unless he finds, at or prior to the time such commitment is 
made, that the property or project with respect to which the mortgage or loan 
will be executed will be, in his opinion, economically sound, and no mortgage 
or loan, unless made pursuant to a prior commitment, shall be insured unless 
the Secretary of Commerce finds, at or prior to the time the insurance becomes 
effective, that the property or project with respect to which the mortgage or the 
loan is executed will be in his opinion economically sound. 

(d) The Secretary of Commerce is authorized to fix a premium charge for the 
insurance of mortgages and loans under this title. In the case of any mortgage 
insured under section 1103 (a) (46 U. S. C. sec. 1273 (a)), such charge shall 
not be less than one-half of one per centum per annum nor more than one per 
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centum per annum of the average principal amount of the mortgage outstand- 
ing. In the case of loans insured under Section 1103 (b) (46 U. S. C. Section 
1273 (b)), such charge shall not be less than one-quarter of one per centum per 
annum nor more than one-half of one per centum per annum of the average 
principal amount of the loan outstanding. Premium payments shall be made 
when monies are first advanced under the mortgage or loan agreement and on 
each anniversary date thereafter. All such premium charges shall be computed 
and shall be payably to the Secretary of Commerce under such regulations as the 
Secretary of Commerce may prescribe. All such premium charges shall be paid 
by the mortgagor or borrower to the mortgagee or lender and shall be paid by the 
mortgagee or lender to the Secretary of Commerce only to the extent of such pay- 
ments by the mortgagor or borrower. 

(e) The Secretary of Commerce is authorized to charge and collect such 
amounts as he may deem reasonable for the investigation of applications for 
insurance, for the appraisal of properties offered for insurance, for the insurance 
of commitments, and for the inspection of such properties during constructions, 
reconstruction, or reconditioning: Provided, That such charges shall not aggre- 
gate more than one-half of 1 per centum of the original principal amount of 
the mortgage or loan to be insured. Unless otherwise agreed, the charges for 
any such services shall be paid by the mortgagor or the borrower. 

(f) All moneys received under the provisions of sections 1101-1109 (46 U.S. C. 
Sections 1271-1279) of this title shall be deposited in the fund. 

(g) The provisions of Section 5 of the Securities Act of 1933, as amended, 
shall not apply to any bond, note or other obligation issued under a trust inden- 
ture secured by a mortgage which is insured by the Secretary of Commerce under 
the provisions of this title, or any note or other obligation evidencing a loan 
which is insured by the Secretary of Commerce under the provisions of this title, 
and any such security shall be deemed to be exempt from the provisions of the 
Securities Act of 1933, as amended, and of the Trust Indenture Act of 1939 to 
the same extent as though such security were specifically exempted in Section 
3 (a) (2) of said Securities Act, and Section 304 (a) of said Trust Indenture Act. 

Sec. 1105 (46 U. 8S. C. see. 1275). PAYMENT OF INSURANCE AFTER DEFAULT, 

(a) (1) In the event of any act or failure to act which gives the mortgagee the 
right to foreclose, any such events being herein called defaults, the mortgagee 
shall have the right (i) in the case of a default in respect of the payment of prin- 
cipal or interest or the payment of any amount to provide for the payment of 
premium charges for insurance, to demand at or before the expiration of sixty 
days after any such default, and (ii) in the case of any other default, to demand 
at any time during the continuance of such default, payment by the Secretary 
of Commerce of the unpaid principal amount of said mortgage and of the unpaid 
interest thereon to the date of payment; provided, that an assignment of the 
mortgage and, if the mortgagee is also the holder of the obligations secured by 
the mortgage, an assignment of such obligation, be tendered to the Secretary of 
Commerce at the time such demand is made. The Secretary of Commerce may at 
any time during the continuance of any default notify the mortgagee in writing, 
specifying the default, that by reason of such default the Secretary of Commerce 
intends to terminate the insurance contract sixty business days after such notice 
is received by the mortgagee, and the mortgagee shall be entitled to demand pay- 
ment by the Secretary of Commerce as above provided at any time during said 
sixty-day period, whether or not the default is removed and remedied, and if the 
mortgagee shall fail to make such demand, the insurance contract may be termi- 
nated by the Secretary of Commerce on or after the expiration of such period. 
Within a period of thirty days from the date of any such demand, the Secretary 
of Commerce shall accept the assignment and promptly pay to the mortgagee the 
full unpaid principal amount of said mortgage and unpaid interest thereon to the 
date of payment, provided that, except in any case in which the Secretary of Com- 
merce has given notice of intention to terminate the insurance contract pursuant 
to the foregoing provisions, the Secretary of Commerce shall not be required to 
accept such assignment if prior to the expiration of said thirty-day period he 
shall find that there was no default or that such default was removed and 
remedied prior to any such demand. 

(2) In the event of any act or failure to act which gives the lender the right 
to mature the loan, any such events being herein called defaults, the lender 
shall have the right (i) in the case of a default in respect of the payment of 
principal or interest or the payment of any amount to provide for the payment of 
premium charges for insurance, to demand at or before the expiration of sixty 
days after any such default, and (ii) in the case of any other default, to demand 
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at any time during the continuance of such default, payment by the Secretary 
of Commerce of the unpaid principal amount of said loan and of the unpaid 
interest thereon to the date of payment: Provided, That an assignment of the 
loan agreement and, if the lender is also the holder of the obligations evidencing 
such loan, an assignment of such obligations, be tendered to the Secretary of 
Commerce at the time such demand is made. The Secretary of Commerce may at 
any time during the continuance of any default notify the lender in writing, 
specifying such default, that by reason of such default the Secretary of Com- 
merce intends to terminate the insurance contract sixty business days after such 
notice is received by the lender, and the lender shall be entitled to demand pay- 
ment by the Secretary of Commerce as above provided at any time during said 
sixty-day period, whether or not the default is removed and remedied, and if the 
lender shall fail to make such demand, the insurance contract may be terminated 
by the Secretary of Commerce on or after the expiration of such period. Within 
a period of thirty days from the date of any such demand, the Secretary of Com- 
merce shall accept the assignment and promptly pay to the mortgagee the full 
unpaid principal amount of said mortgage and unpaid interest thereon to the 
date of payment, provided that, except in any case in which the Secretary of 
Commerce has given notice of intention to terminate the insurance contract pur- 
suant to the foregoing provisions, the Secretary of Commerce shall not be re- 
quired to accept such assignment if prior to the expiration of said thirty-day 
period he shall find, that there was no default or that such default was removed 
and remedied prior to any such demand. 

(b) Any amount required to be paid by the Secretary of Commerce pursuant 
to subsection (a) of this section shall be paid in cash to the extent that funds 
are available at the time such payment becomes due, and to the extent that 

wh funds are not available, the Secretary of the Treasury shall make such 
payment as provided in subsection (d) of section 1103 (46 U. 8S. C. see. 1273 (d)). 

(ec) (1) In the event the Secretary of Commerce shall accept the assignment 
of a mortgage upon the default of the mortgagor pursuant to subsection (a) (1) 
of this section, he may institute foreclosure proceedings and in connection there- 
with repossess the mortgaged vessel forthwith and, subject to the provisions of 
section 1104 (a) (9) (46 U.S. C. sec. 1274 (a) (9)), take such other action against 
the mortgagor that, in his discretion, may be required to protect the interests of 
the United States Any suit may be brought in the name of the United States, 
and the mortgagee shall make available to the United States all records and 
evidence necessary to prosecute any such suit. If the Secretary of Commerce 
shall determine that the interests of the United States do not require foreclosure 
of the mortgage, he may make such agreement with the mortgagor as in the 
opinion of the Secretary of Commerce will result in remedying the defaults. The 
Secretary of Commerce shall have the right in his discretion to accept a con- 
veyance of title to and possession of the vessel from the mortgagor, and in the 
event of a sale under foreclosure proceedings, may purchase the vessel for an 
amount not greater than the unpaid principal amount of such mortgage and 
unpaid interest thereon. In the event the Secretary of Commerce shall receive 
through the sale of the vessel an amount of cash in excess of any payment made 
to the mortgagee under subsection (a) (1) of this section and the expenses of. 
collection of such amount, he shall pay such excess to the mortgagor. 

(2) In the event the Secretary of Commerce shall accept the assignment of a 
loan agreement upon the default of a borrower pursuant to subsection (a) (2) 
of this section, he shall take such action against the borrower or any other parties 
iiable under the loan agreement or the obligations evidencing such loan there- 
under that, in his discretion, may be required to protect the interests of the 
United States. Any suit may be brought in the name of the United States and 
the lender of its assignee shall make available to the United States all records 
and evidence neecssary to prosecute any such suit. The Secretary of Commerce 
shall have the right in his discretion to accept a conveyance of title to and pos- 
session of the property from the borrower, and may purchase the property for 
an amount not greater than the unpaid principal amount of such loan and unpaid 
interest thereon. In the event the Secretary of Commerce shall receive through 
the sale of the property an amount of cash in excess of any payment made to the 
lender under subsection (a) (2) of this section and the expenses of collection 
of such amount, he shall pay such excess to the borrower or its assignee. 

(d) Notwithstanding any other provision of law relating to the acquisition, 
handling or disposal of property by the United States, the Secretary of Com- 
merce shall have the right in his discretion to complete, recondition, reconstruct, 
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renovate, repair, luaintain, operate, Charter or sell any property acquired by him 
pursuant to the assignment as provided in this section and may place the mort 
“1 vessel in the national defense reserve or may sell the same upon com 





fa 
petitive bids for not less than the minimum sales price provided by the Merchant 
Marine Act, 1936, as amended The buyer shall be required to make cash pay 

ent to the Secretary of Commerce of not less than 25 per centum of the sales 
price, and the balance shall be paid in equal annual instalments over the re 
aining period of the expected useful life of such vessel Interest at the rate of 
sly per centum per annum shall be paid on all such instalments of the purchase 





price remaining unpaid 
(e) ANY eontract or commitinent of insurance entered into by the Secretary ol 


Commerce under thie provisions of this title shall not be terminated anceled o1 


otherwise revoked for any reason, except as provided in section 1105 of this title, 





and shall be conclusive evidence that the mortgage or loan complies 
the provisions of this title and of the approval of the principal amount, interest 
] 


rate and all other terms of the mortgage or loan and of the mortgagor or bo 





rower and of the mortgagee or lender: and any contract or commitment of it 
surance so entered into shall be incontestable from the date as of which such 
contract or commitment is entered into, except for fraud or intentional mis 
representation on the part of the mortgagee or lender 

Sec. 1106 (46 U.S. C. Sec. 1276) INSURANCE OF MORTGAGES SECURING EXISTING 

ANS OR REFINANCING EXISTING MORTGAGES 

No provision of this title shall be construed to authorize the Commission to 
nsure a mortgage securing any loan or advance made prior to the enactment of 
this title, and no mortgage shall be insured for refinancing in whole or in part 
any existing mortgage indebtedness except 

(1) where a substantial portion of the total amount to be secured by the new 
mortgage shall be applied to new construction, reconditioning, or reconstruction 
of one or more of the mortgaged vessels: Provided, however, That the aggregate 
amount of all mortgages insured under this paragraph and outstanding at any 
one time shall not exceed $20,000,000, and provided that all of the eligibility re 
quirements of section 1104 (46 U. 8. C. Sec. 1274) not inconsistent with this para 
‘aph are complied with: 
(2) where the Commission has insured a mortgage under the provisions of 

















this title, and the mortgagor thereafter makes application to the mortgagee or 
another lender for an additional loan or advance for reconditioning or recon 
structing the mortgaged property, the Commission may insure a new mortgage 
n the amount of the principal outstanding balance of the original m« plus 
the amount of the additional loan, provided the amount of the addition: in is 


thin the limits of paragraph (2) of subsection (a) of section 1104 (46 U.S. ¢ 
74) and the new mortgage conforms to the eligibilitv requirements a 

the other paragraphs of said subsection (a): and 
(3) The Commission may insure mortgages given to finance the purchase of 
vessels theretofore acquired by the fund under the provisions of section 1105 
(46 U. 8S. C. See. 1275) and to secure loans or advances made for reconditioning 





and reconstruction of such vessels. 


Sec. 1107 (46 U. 8. C. sec. 1277). OFFENSES AND PENALTIES, 

Whoever, for the purpose of obtaining any loan o idvance of credit fre 
any person, partnership, association, or corporation with the intent that 
loan or advance of credit shall be offered to or accented by the Commission 
for insurance, or for the purpose of obtaining any extension or renewal 
any loan, advance of credit, or mortgage insured by the said Commission, or 
the acceptance, release, or substitution of any security on such a loan, ad 
vance of credit, or for the purpose of influencing in any wavy the action of the 
aid Commission under this title, makes, passes, utters, or publishes, or causes 
to be made, passed, uttered, or published any statement, knowing the same to 
be false, or alters, forges, or counterfeits, or causes or procures to be altered, 
forged, or counterfeited, any instrument, paper, or document, or utters, publishes, 
or passes as true, or causes to be uttered, published, or passed as true, any instru- 
ment, paper, or document, knowing it to have been altered, forged, or counter 
feited, or willfully overvalues any security, asset, or income, shall be guilty of 4 
misdemeanor and punished as provided under the first paragraph of section 
S06 (b) of this Act 

Sec. 1108 (46 U.S. C. sec. 1278). RULES AND REGULATIONS 

The Commission is authorized and directed to make such rules and regulations 
as may be deemed necessary or appropriate to carry out the purposes and provi- 
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sions of this title. The Secretary of Commerce is authorized to delegate any 
authority vested in him under this title to such fiscal agency of the United States 
as he deems appropriate. 

Sec. 1109 (46 U. 8. C. sec. 1279). APPROPRIATIONS. 

There is hereby authorized to be appropriated the sum of $1,000,000 and such 
further sums as may be necessary to carry out the provisions of this title. 


May 13, 1954 


MrMORANDUM REGARDING PROPOSED AMENDMENTS OF 8S. 3219 


1. Section 1101 (c): 

This amendment changes the defiinition of “vessel” to make it clear that the 
vessels covered by title XI must be constructed in the United States. 

This amendment was suggested by the Federal Maritime Board. It is under- 
stood that there are no objections. 

Amend subsection (c) of section 1101 to read as follows: 

“(c) The term ‘vessel’ includes all types of passenger, cargo, and combination 
passenger-cargo carrying vessels, tankers, tugs, towboats, barges, and dredges 
documented or to be documented under the laws of the United States and con- 
structed or to be constructed in a shipyard within the continenal limits of the 
United States, and fishing vessels owned by citizens of the United States.” 

2. Section 1101 (d): 

This amendment substitutes the word “maker” for the word “lender” in the 
definition of “mortgage” so as to avoid confusion with “lender” as a defined term. 
It also adds a definition of the term “lender’’ which is frequently used through- 
out title XI. 

These amendments were suggested by the industry. It is understood that 
there are no objections. 

Amend subsection (d) of section 1101 to read as follows: 

“(d) The term ‘mortgagee’ includes the original maker of a loan secured by a 
mortgage and his sucessors and assigns, except that in the case of a mortgage 
involving a trust indenture and an issue of bonds or notes thereunder, it means 
the trustee designated in such trust indenture and his successors and assigns as 
trustee, but does not include the holders of the bonds or notes issued under such 
trust indenture; and the term ‘lender’ includes the original maker of any loan 
or advance of credit other than a loan secured by a mortgage, and his successors 
and assigns, except that in the case of a loan or advance of credit involving a 
trust indenture and an issue of bonds or notes thereunder, it means the trustee 
designated in such trust indenture and his successors and assigns as trustee, but 
does not include the holders of the bonds or notes issued under such trust 
indenture.” 

3. Section 1101 (f): 

This amendment strikes the definition of the term “maturity date”. That. 
term is used only once in title XI and the definition is unnecessary. 

This amendment was suggested by the industry. It is understood that there 
are no objections. 

This amendment also inserts definitions of the terms “actual cost to the 
mortgagor” and “actual cost to the borrower”. These terms are used in con- 
nection with the 75 percent limitation on mortgages and loans. There have been 
numerous objections by members of the committees to the use of “estimated cost” 
as a basis for determining the amount of the mortgage or loan. In order to meet 
these objections, it is proposed to substitute “actual cost” for “estimated cost” 
in section 1104 and, in the interests of clarity, to include a definition of “actual 
cost” in this section. 

The definition in substance defines “actual cost” to the mortgagor or bor-. 
rower at any specific time as the amounts already expended by the mortgagor 
or bororwer at that time and the amounts not in dispute which the mortgagor 
or borrower is obligated to expend in the future. 

The definition is intended to include in “actual cost” the cost to the mortgagor 
or borrower of owner-furnished items and also, in the case of items which may 
be in dispute, such as the cost of an extra which may be in dispute with the 
shipyard, that portion of the item which is not in dispute and which the 
mortgagor or borrower is concededly obligated to pay. It is recommended that 
the committee report should make this clear. 

Amend subsection (f) of section 1101 by striking all of the present subsection 
(f) and substituting therefor the following : 
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“(f) The term ‘actual cost’ of a vessel as of any specified date means thé 
aggregate as determined by the Secretary of Commerce of (i) all amounts paid 
by or for the account of the mortgagor or borrower on or before that date, and 
(ii) all amounts which the mortgagor or borrower is then obligated to pay from 
time to time thereafter, for the construction, reconstruction or reconditioning 
(including designing, inspecting, outfitting and equipping) of such vessel.” 

It is believed that this definition assures the exclusion of all estimated items 
in determining the amount of insurance. 

t. Sec. 1108 (a) and (b): 

This amendment changes the word “shall” to “is authorized to” in two places 
in each of these subsections, so as to give the Secretary of Commerce discre 
tionary power. 

The industry does not think that this change is desirable or necessary in view 
of the requirement that a mortgage or loan is not eligible for insurance unless 
the Secretary approves the mortgagor or borrower, but since it is desired by the 
Federal Maritime Board, the industry does not oppose it. 

This section retains 100 percent insurance. The industry believes that if the 
bill provides for less than 100 percent insurance it will not be possible to secure 
any substantial amount of financing from investors. 

Amend subsections (a) and (b) of section 1108 to read as follows: 

“(a) The Secretary of Commerce, upon application by the mortgagor, is 
authorized to insure as hereinafter provided 100 per centum of the principal 
of, and interest on, any mortgage offered to him which is eligible for insurance 
as hereinafter provided and, upon such terms as the Secretary of Commerce 
may prescribe, is authorized to make commitments to insure any such mortgage 
prior to the date of execution or disbursement thereon. 

“(b) The Secretary of Commerce, upon application by the borrower, is au- 
thorized to insure as hereinafter provided 100 per centum of the principal of, 
and interest on, any loan offered to him which is eligible for insurance as herein- 
after provided and, upon such terms as the Secretary of Commerce may prescribe, 
is authorized to make commitments to insure any such loan prior to the date 
of execution or disbursement thereon.” 

5. Sec. 11038 (c): 

This amendment extends the section to cover loans as distinguished from 
mortgages which run to a trustee of a trust indenture under which bonds or 
notes of small denominations may be issued. This form of transaction may be 
desirable in some cases, probably in combination with a long-term mortgage loan. 
The section as originally introduced covered trustees only when holding mort- 
gages. 

These changes have been suggested by the industry. It is understood that there 
are no objections. 

Amend subsection (c) of section 1103 to read as follows: 

“(e) Each insurance contract made under this section shall run to the mort- 
gagee or lender and be for the benefit of such mortgagee or lender and the holders 
of the obligations secured by the mortgage or evidencing the loan, and if the 
mortgagee or lender is a trustee under a trust indenture, for the benefit of the 
holders of the bonds or notes issued under such trust indenture.” 

6. Sec. 1104 (a) (2): 

This amendment extends the authority to insure loans up to 87% percent in 
the case of any vessel which, had it been constructed under section 509 of the 
Merchant Marine Act, 1936, would have been eligible for a Government mortgage 
to the extent of 8714 percent of its cost provided that its size and speed are 
approved by the Secretary of Commerce. Under section 509 the vessel to be 
eligible for a direct Government mortgage must be built without any construc- 
tion-differential subsidy, and to qualify for an 87144 percent mortgage must be 
“designed to be of not less than 3,500 gross tons and to be capable of a sustained 
speed of not less than 14 knots.” 

This change is designed to meet suggestions made by the Federal Maritime 
Board and the General Accounting Office. The industry considers that any 
ship which meets the requirements of section 509 or higher standards if required 
and which would thus be eligible for an 8714 percent mortgage loan made direct- 
ly by the Government, should likewise be eligible for such a loan made by 
investors for which the Government would be liable only as an insurer. 

This amendment also changes the maximum amount of the mortgage obliga- 
tion from 75 percent of the “estimated cost” to 75 percent of the “actual cost 
as of a date not more than 30 days prior to the date on which the vessel is 
documented.” This change assumes that the definition of ‘actual cost” proposed 
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above will be included in section 1101 This date is selected because the date 
of documentation is a definite date and documentation is a prerequisite to the 
creation of a preferred mortgage. It is expected that in practice the preferred 
mortgage will be created as soon as possible after documentation 

This change is proposed by the industry to meet the objections of several mem- 
bers of the committees and also of several representatives of the executive branch 
of the Government The industry points out that this change will, in almost 
every case, limit the maximum amount of the mortgage to an amount less than 
7 percent (or S744 percent where applicable) of the final cost to the mortgagor 
because certain items of cost will not be determined before the date of documen- 
tation of the ship and will, therefore, not be included in actual cost as of that 
date. The industry believes that the change should prove workable and hopes 
that it will be possible to reduce the aggregate amount of the undetermined 
items of cost to a reasonable figure so that it will not block financing. 

Amend paragraph (2) of subsection (a) of section 1104 to read as follows: 

“(2) Shall involve an obligation in a principal amount which does not exceed 
75 per centum of the actual cost of the vessel as of a date not more than 30 days 
before the date on which the vessel is documented, such actual cost to be deter- 
mined by the Secretary of Commerce prior to the execution of the mortgage and 
such determination to be conclusive for the purpose of determining the principal 
amount of the mortgage; Provided, however, That in the case of a vessel, the 
size and speed of which are approved by the Secretary of Commerce, which is 
eligible for mortgage aid under section 509 of this Act and in respect of which 
the minimum down payment by the mortgagor required by that section would 
be 12% per centum of the cost of such vessel, the obligation may be in an amount 
which does not exceed 871% per centum of such actual cost; * * *” 

7. Section 1104 (a) (5): 

This amendment adopts the formula proposed by the Treasury but the Treasury 
draft has been modified in certain respects. The most important changes are 
the right given the Secretary of the Treasury to increase the maximum interest 
rate by one-half percent if he finds that market conditions require such 
an increase and the insertion of the word “average”. The industry under- 
stands that the Treasury has no objection to these changes except that it may 
wish to substitute the Secretary of Commerce in the clause covering the addi- 
tional one-half percent 

Other changes, all of which have been made primarily to obtain clarification 
of the Treasury draft, are the insertion of “direct”, the references to call dates, 
and the insertion of “which are subject to all Federal Income Taxes.” 

This amendment has been submitted to the Treasury for comment. 

It is understood that the Federal Maritime Board would prefer to retain the 
present 5 to 6 percent limit as now contained in title XI. Some agencies would 
prefer to omit the discretionary power and merely substitute 144 percent for 
1 percent 

The industry believes that the increase in the maximum rate gives addi- 
tional flexibility which, under certain circumstances, may be needed 

Amend paragraph (5) of subsection (a) of section 1104 to read as follows: 
(5) Secure bonds, notes or other obligations bearing interest at an average 
rate not to exceed one per centum per annum plus the annual rate of interest 
which the Secretary of the Treasury shall specify as applicable to the six-month 
period (beginning with the six-month period ending June 30, 1954) during which 
the commitment to insure is made by the Secretary of Commerce, or, if no com- 
mitment to insure is made, during which the insurance contract is made by the 
Secretary of Commerce. The applicable rate for each such six-month period 
shall be determined by the Secretary of the Treasury by estimating the aver- 
age yield to the earliest call date or, in the case of noncallable obligations, to 
1e maturity date on the basis of daily closing market bid quotations or prices 
during the month of May or November, as the case may be, next preceding 
such six-month period on all outstanding marketable direct obligations of the 
United States, which are subject to all Federal income taxes, the earliest call 


date of which, or, in the case of noncallable obligations the maturity date of 
which, is fifteen or more years after the first day of such month of May or Novem- 
her. and by adjusting such estimated annual yield to the nearest one-eighth of 
one per centum. The Secretary of the Treasury may authorize an average 
rate not more than one-half per centum per annum higher if he finds that market 
conditions require such higher rate 


8. Section 1104 (a) (8): 
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This amendment expressly authorizes the application of the proceeds of a 
mortgage loan to pay off a construction loan previously obtained by the mort- 
gagor. It is important that the statute clearly authorize such a use of the pro- 
ceeds whether the construction loan is insured or uninsured. 

This amendment is recommended by the industry. It is understood that there 
are no objections. 

Amend paragraph (8) of subsection (a) of section 1104 to read as follows: 

“(8) shall secure a loan made to aid in financing, including payment of loans 
previously made to finance, and reimbursement of the mortgagor for expenditures 
previously made for, construction (including designing, inspecting, outfitting or 
equipping) of vessels under title V of this Act, as amended, or the purchase by 
citizens of the United States of vessels for use on the Great Lakes pursuant to 
the Merchant Ship Sales Act of 1946, as amended, or the construction, recon- 
struction or reconditioning (including designing, inspecting, outfitting and equip- 
ping) subsequent to the enactment of this title, of vessels owned by citizens of 
the United States which are designed principally for commercial use (a) in the 
coastwise or intercoastal trade: (b) on the Great Lakes, or on bays, sounds, 
rivers, harbors or inland lakes of the United States; (c) in foreign trade; or 
(d) in the fishing trade or industry ;” 

9. Section 1104 (a) (9): 

This amendment inserts a new paragraph requiring the mortgagor to pay the 
amount required for premium charges to the mortgagee and making failure to 
make any such payments a default. 

This amendment is required because of the amendment of section 1104 (d) 
requested by the Federal Maritime Board which requires the mortgagee to pay 
the premium charges to the Secretary of Commerce. 

Amend paragraphs (9) and (10) of subsection (a) of section 1104 by renum- 
bering paragraphs (9) and (10) as (10) and (11), respectively, and by insert- 
ing as paragraph (9) the following: 

“(9) shall provide that the mortgagor shall pay to the mortgagee the amount 
required for the payment of each premium charge at least sixty days before the 
payment of such premium charge to the Secretary of Commerce is due, and shall 
further provide that the failure of the mortgagor to make such payment shall 
be a default under the mortgage ;” 

10. Section 1104 (a) (1) [presently (9)]: 

This amendment adds to this paragraph (9) renumbered (10) certain pro- 
visions regarding the condition of a passenger vessel when surrendered to the 
United States. These are similar to the provisions included in the long-range 
shipping bill (Public Law 586). 

This addition was suggested by the General Accounting Office. 


The industry 
has no objection to it. 


It is understood that there are no objections by others. 
Amend paragraph (9) renumbered (10) of subsection (a) of section 1104 by 


inserting after the semicolon and before “and” at the end of the paragraph the 
following: 


“Provided, That the vessel upon surrender shall be (i) free and clear of all liens 
and encumbrances whatsoever except the lien of the preferred mortgage, (ii) in 
class and (iii) in as good order and condition, ordinary wear and tear excepted, 
as when acquired by the mortgagor, except that any deficiencies with respect to 
freedom from encumbrances, condition and class may, to the extent covered by 
valid policies of insurance, be satisfied by the assignment to the United States 
of claims of the mortgagor under such policies ;” 

11. Section 1104 (b): 

This amendment adds a paragraph making a loan eligible for insurance only 
if the borrower and the lender are both approved by the Secretary of Commerce. 
It also adds a new paragraph (4) which provides that a loan and all outstand- 
ing insured loans shall not exceed 75 percent of the actual cost to the lender as 
of the date of the loan, and a new paragraph (5) which provides that failure 
by the borrower to pay the amount required for premium payments to the lender 
shall give the lender the right to mature the loan. It also renumbers paragraph 
(3) as (6), relating to interest, and amends it to conform to the corresponding 
paragraph in the preceding subsection relating to mortgages. It also adds a new 
paragraph (7) to make it clear that the loan agreement may contain such provi 
sions as may be agreed upon by the lender and the borrower similar to the pro 
vision in the preceding subsection relating tov mortgages. 
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Amend subsection (b) of section 1104 to read as follows: 

“(b) To be eligible for insurance under this title a loan— 

“(1) shall be made by a lender approved by the Secretary of Commerce to a 
borrower approved by the Secretary of Commerce as possessing the ability, ex- 
perience, financial resources and other qualifications necessary to the adequate 
operation and maintenance of the property ; 

‘(2) shall be made to aid in financing, including payment of loans previously 
made to finance, and reimbursement of the borrower for expenditures previously 
made for, construction (including designing, inspecting, outfitting and equip- 
ping) of vessels under title V of this Act, as amended, or for the construction, 
reconstruction or reconditioning (including designing, inspecting, outfitting and 
equipping) subsequent to the enactment of this title, of vessels owned by citi- 
zens of the United States which are designed principally for commercial use (a) 
in the coastwise or intercoastal trade; (b) on the Great Lakes or on bays, sounds, 
rivers, harbors, or inland lakes of the United States; (c) in foreign trade; or 
(d) in the fishing trade or industry ; 

“(3) shall be payable prior to or simultaneously with the execution of the 
mortgage ; 

“(4) shall provide that no advance shall be made thereunder unless the sum 
of such advance and the principal amount of all other advances under insured 
loans then outstanding at the time of said advance shall be less than 75 per 
centum of the actual cost of such vessel as of a date not more than thirty days 
prior to the date on which such advance is made, such actual cost to be deter- 
mined by the Secretary of Commerce and such determination to be conclusive 
for the purpose of determining the principal amount of the loan; 

“(5) shall provide that the borrower shall pay to the lender the amount re- 
quired for the payment of each premium charge at least sixty days before the 
payment of such premium charge to the Secretary of Commerce is due, and 
which shall further provide that the failure of the borrower to make such pay- 
ment shall give the lender the right to mature the loan; 

‘(6) shall bear interest at an average interest rate not to exceed the maximum 
rate permitted by paragraph (5) of subsection (a) of this section; and 

“(7) shall contain such other provisions as may be agreed upon between the 
borrower and the lender which are not inconsistent with the provisions of the 
preceding paragraphs of this subsection (b) and which are not disapproved by 
the Secretary of Commerce.” 

12. Section 1104 (c): 

This amendment changes the words “accepted for insurance” to “insured.” 

This amendment is made for clarification only. It is recommended by the 
industry It is understood that there are no objections. 

Amend subsection (c) of section 1104 by changing the words “accepted for 
insurance” to “insured” after the words “shall be” and before the words “unless 
the Secretary of Commerce finds.” 

13. Section 1104 (d): 

This amendment makes certain provisions which now appear in 8S. 3219, cover- 
ing the computation and payment of premiums, more flexible and specifically 
provides that the premium shall be computed and paid pursuant to regulations 
prescribed by the Secretary of Commerce. 

These changes are recommended by the industry. It is understood that there 
are no objections. 

This amendment also provides that the mortgagee or lender shall pay the 
premium charges for insurance although only to the extent that such payments 
are first made to the mortgagee or lender by the mortgagor or borrower. 

This change was requested by the Federal Maritime Board. While the indus- 
try will accept this change, it would prefer to retain the provision that the mort- 
gagor or borrower pay the premiums. The mortgagor in any event must furnish 
the funds for such payments and the obligation of the mortgagee to pay must 
be conditioned on the receipt of the funds from the mortgagor. A corporate 
trustee will be reluctant to accept this responsibility since this is outside the 
scope of its usual functions. It will be necessary to make failure by the mort- 
gagor or borrower to provide the mortgagee or lender with the necessary funds 
a default under the mortgage which will enable the mortgagee or lender to assign 
the mortgage or loan to the Secretary of Commerce and demand payment in 
full. Since one purpose of requiring that the premium charges pass through 
the mortgagee is to make failure to pay premium charges a ground for terminat- 
ing the insurance, the mortgage and the insurance contract must be drawn so 
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as to enable the mortgagee or lender to demand payment from the Secretary 
of Commerce before the insurance can be terminated. The mortgagee or lender 
will, of course, normally always assign the mortgage or loan and demand pay- 
ment in such a case. 

However, provided that the companion amendments are made in section 1104 
(a) and in section 1105, the industry does not object to this amendment. 

Amend subsection (d) of section 1104 to read as follows: 

“(d) The Secretary of Commerce is authorized to fix a premium charge for 
the insurance of mortgages and loans under this title. In the case of any mort- 
gage insured under section 1103 (a) (46 U.S.C. see. 12738 (a) ), such charge shall 
not be less than one-half of one per centum per annum nor more than one per 
centum per annum of the average principal amount of the mortgage outstanding. 
In the case of loans insured under section 11083 (b) (46 U.S.C. see. 1273 (b)), 
such charge shall not be less than one-quarter of one per centum per annum nor 
more than one-half of one per centum per annum of the average principal amount 
of the loan outstanding. Premium payments shall be made when monies are first 
advanced under the mortgage or loan agreement and on each anniversary date 
thereafter. All such premium charges shall be computed and shall be payable 
to the Secretary of Commerce under such regulations as the Secretary of Com: 
merce may prescribe. All such premium charges shall be paid by the mortgagor 
or borrower to the mortgagee or lender and shall be paid by the mortgagee or 
lender to the Secretary of Commerce only to the extent of such payments by the 
mortgagor or borrower.” 

14. Section 1104 (g): 

This amendment changes the reference to the Trust Indenture Act to make 
it more specifie and accurate. 

Amend subsection (g) of section 1104 by changing the words “section 304 
of said Trust Indenture Act” at the end of the subsection to “section 304 (a) 
of said Trust Indenture Act”. 

15. Section 1105 (a) (1): 

This amendment clarifies some ambiguity in the language, assumes that periods 
of grace will be dealt with in the mortgage rather than in the statute, and treats 
the failure to pay premium charges for insurance in the same way as the failure 
to pay principal or interest. 

These changes were suggested by the industry. It is understood that there 
are no objections. 

It also adds a new provision that gives the Secretary of Commerce the right 
to notify the mortgagee that there is a default under the mortgage and that by 
reason of such default he proposes to terminate the insurance unless the mortga- 
gee demands payment of the mortgage by the Secretary of Commerce prior to 
such termination. The purpose of this provision is to enable the Secretary of 
Commerce to prevent the mortgagee for waiving a default and relying on the 
insurance contract. Presumably the insurance contract will set forth this right 
in more detail. 

This provision was requested by the Federal Maritime Board and by counsel 
for the House committee. The industry has no objection to this change. 

Amend paragraph (1) of subsection (a) of section 1105 to read as follows: 

“(a) (1) In the event of any act or failure to act which gives the mortgagee 
the right to foreclose, any such events being herein called defaults, the mortgagee 
shall have the right (i) in the case of a default in respect of the payment of 
principal or interest or the payment of any amount to provide for the payment 
of premium charges for insurance, to demand at or before the expiration of 60 
days after any such default, and (ii) in the case of any other default, to demand 
and any time during the continuance of such default, payment by the Secretary 
of Commerce of the unpaid principal amount of said mortgage and of the unpaid 
interest thereon to the date of payment: Provided, That an assignment of the 
mortgage and, if the mortgagee is also the holder of the obligations secured by 
the mortgage, an assignment of such obligation, be tendered to the Secretary 
of Commerce at the time such demand is made. The Secretary of Commerce 
may at any time during the continuance of any default notify the mortgagee in 
writing, specifying the default, that by reason of such default the Secretary of 
Commerce intends to terminate the insurance contract 60 business days after 
such notice is received by the mortgagee, and the mortgagee shall be entitled to 
demand payment by the Secretary of Commerce as above provided at any time 
during said 60-day period, whether or not the default is removed and remedied, 
and if the mortgagee shall fail to make such demand, the insurance contract may 
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be terminated by the Secretary of Commerce on or after the expiration of such 
period. Within a period of 30 days from the date of any such demand, the 
Secretary of Commerce shall accept the assignment and promptly pay to the 
mortgagee the full unpaid principal amount of said mortgage and unpaid interest 
thereon to the date of payment Provided, That, except in any case in which the 
Secretary of Commerce has given notice of intention to terminate the insurance 
contract pursuant to the foregoing provisions, the Secretary of Commerce shall 
not be required to accept such assignment if prior to the expiration of said 30- 
day period he shall find that there was no default or that such default was 
removed and remedied prior to any such demand.” 

16. Section 1105 (a) (2): 

This amendment amends paragraph (2) of subsection (a) of section 1105, 
which relates to loans, similarly to the amendment of the preceding paragraph 
relating to mortgages 

It also inserts language similar to that in the preceding paragraph relating 
to mortgages to cover the possibility that the lender (which as a defined term 
includes a trustee) may not be in a position to tender the obligations evidencing 
the loan since he may not hold them 

The industry recommends these changes if the proposed amendment is made 
to the preceding paragraph relating to mortgages. It is understood that there 
are no objections. 

Amend paragraph (2) of subsection (a) of section 1105 to read as follows: 

(2) In the event of any act or failure to act which gives the lender the right 
to mature the loan, any such events being herein called defaults, the lender shall 
have the right (i) in the case of a default in respect of the payment of principal 
or interest or the payment of any amount to provide for the payment of premium 
charges for insurance, to demand at or before the expiration of 60 days after 
any such default, and (ii) in the case of any other default, to demand at any 
time during the continuance of such default, payment by the Secretary of Com- 
merce of the unpaid principal amount of said loan and of the unpaid interest 
thereon to the date of payment: Provided, That an assignment of the loan agree- 
ment and, if the lender is also the holder of the obligations evidencing such loan, 
an assignment of such obligations, be tendered to the Secretary of Commerce at 
the time such demand is made. The Secretary of Commerce may at any time 
during the continuance of any default notify the lender in writing, specifying 
such default, that by reason of such default the Secretary of Commerce intends 
to terminate the insurance contract 60 business days after such notice is received 
by the lender, and the lender shall be entitled to demand payment by the Secretary 
of Commerce as above provided at any time during said 60-day period, whether 
or not the default is removed and remedied, and if the lender shall fail to make 
such demand, the insurance contract may be terminated by the Secretary of 
Commerce on or after the expiration of such period. Within a period of 30 days 
from the date of any such demand, the Secretary of Commerce shall accept the 
assignment and promptly pay to the mortgagee the full unpaid principal amount 
of said mortgage and unpaid interests thereon to the date of payment: Provided 
That, except in any case in which the Secretary of Commerce has given notice 
of intention to terminate the insurance contract pursuant to the foregoing pro- 
visions, the Secretary of Commerce shall not be required to accept such assign 
ment if prior to the expiration of said 30-day period he shall find, that there was 
no default or that such default was removed and remedied prior to any such 
demand,” 

17. Section 1105 (c) (1): 

The General Accounting Office has suggested that the discretion given to the 
Secretary of Commerce to make a compromise agreement with the mortgagor 
ifter the mortgage has been assigned to the Secretary of Commerce should be 
imited 

The industry regards this provision as a matter primarily concerning the 
Federal Maritime Board and the General Accounting Office. The industry, how- 
ever, believes that the power given to the Secretary by S. 3219 in its present 
form is reasonable and will enable him to act in the interest of the Government 
to protect its investment in the same way that a businessman would act under 
similar conditions in the interest of his business. Furthermore, it seems to 
accord with the policy laid down by the Congress in sections 202 and 207 of the 
Merchant Marine Act. 

18. Section 1105 (e): 

This amendment, except the change which provides for terminating the insur- 
ance contract for special reasons, is not intended to change the substance of this 
subsection, but is intended to clarify it. 
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The amendment substitutes “terminated, canceled or otherwise revoked” for 
“revoked”; strikes “of the mortgagor or borrower” as surplusage; changes 
“executed” in two places to “entered into” to conform to the earlier language in 
the paragraph; changes “eligibility for insurance” to “complies fully with the 
provisions of this title”; strikes “the validity of” as surplusage and as confusing ; 
strikes “in the hands of the mortgagor or lender or its assignee” as a useless re- 
striction which may prove embarrassing and because “or its assignee” must be 
omitted since “lender,” as a defined term, includes “assignees”; and excludes 
“unintentional misrepresentation” since it seems that “fraud and intentional mis- 
representation” should be the only basis for contesting the contract. 

These changes have been suggested by various persons because it seemed that 
some phrases might be misinterpreted and required clarification. 

As all investors and their counsel will rely heavily on this subsection, which is 
intended to make the insurance contract an unqualified obligation of the Govern- 
ment, the industry strongly recommends that this amendment be adopted. 

This amendment also specifically refers to the right of the Secretary of Com- 
merce to terminate an insurance contract for nonpayment of premium charges 
as provided in section 1105. 

These changes are recommended by the industry. It is understood that there 
are no objections. 

Amend subsection (e) of section 1105 to read as follows: 

“(e) Any contract or commitment of insurance entered into by the Secretary 
of Commerce under the provisions of this title shall not be terminated, canceled 
or otherwise revoked for any reason, except as provided in section 1105 of this 
title, and shall be conclusive evidence that the mortgage or loan complies fully 
with the provisions of this title and of the approval of the principal amount, 
interest rate and all other terms of the mortgage or loan and of the mortgagor or 
borrower and of the mortgagee or lender; and any contract or commitment of 
insurance so entered into shall be incontestable from the date as of which such 
contract or commitment is entered into, except for fraud or intentional misrepre- 
sentation on the part of the mortgagee or lender.” 

19. Section 1106 (2): 

This amendment is intended to clarify the limit imposed by this subsection on 
the amount of a new mortgage loan. It assumes that the intended limit is the 
outstanding balance of the original loan plus an amount of not more than 75 
percent or 87% percent, as may be appropriate under section 1104, of the cost of 
the reconstruction or reconditioning. 

This amendment was suggested by a member of the industry. The industry 
has no objection to this amendment. It is understood that there are no other 
objections. 

Amend subsection (2) of section 1106 to read as follows: 

(2) where the Commission has insured a mortgage under the provisions of 
this title and the mortgagor thereafter makes application to the mortgagee or an- 
other lender for an additional loan or advance for reconditioning or reconstruct- 
ing the mortgaged property, the Commission may insure a new mortgage in the 
amount of the principal outstanding balance of the original mortgage plus the 
amount of the additional loan, provided the amount of the additional loan is 
within the limitation of paragraph (2) of subsection (a) of section 1104 (46 
U.S. C., Sec. 1274) and the new mortgage conforms to the eligibility requirements 
of all the other paragraphs of said subsection (a); and”. 


Senator Butier. On June 1, 1954, the Water Transportation Sub- 
committee met in executive session with representatives of the Depart- 
ment of Commerce, the Maritime Administration, the Bureau of the 

sudget, the General Accounting Office, and the Treasury Department. 
\lso present was Mr. Bernard Zincke, counsel for the House Merchant 
Marine and Fisheries Committee. The primary purpose of the meet- 
ing was to obtain information and advice concerning the advisability 
of eliminating the 100 percent insurance feature by substituting 90 
percent. 

Thereafter I requested representatives of those who had drafted the 
bill, as introduced, to submit a letter setting forth the changes they 
believe necessary to authorize 90 percent, rather than 100 percent, 
insurance of 75 percent (or in certain cases 8714 percent) of the owner’s 
actual cost of construction. 
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In due course the following letter and attachment, dated June 16, 
1954, was received from Mr. Alexander Purdon: 


COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington, D.C., June 16,1954. 


ewe 


Hon. Joun M. BuTLER 


Nenate Subcommittee yn Wate Transportatio 
Washington, D. ¢ 
I SENATS Burl l accordance with your request. I am transmit 
ting herewith a draft of the changes necessary to substitute 90 percent insur 


ance for 100 percent insurance in 8.5219 

Reference is to our draft of May 11, 1954, in which we incorporated some 
technical revisions in addition to changes designed to meet objections raised by 
the executive departments 

Che revisions attached hereto are intended to modify 8S. 3219, in recognition of 
the opposition of the Bureau of the Budget and the Treasury Department to the 
100 percent insurance provisions which are still as advocated by the industry as 
being necessary to accomplish the long-range objectives of the legislation. 

Very truly yours, ‘ ® 
ALEXANDER PurDON, Eecutive Director. 


MEMORANDUM FOR MESSRS. WEBSTER AND ZINCKI 


Changes necessary to substitute 90 percent insurance for 100 percent insur- 
ance. The suggested changes are set forth below References are to the lines 
and pages of the May 11, 1954, draft. 

1. Section 1103 (;: re “100” to “90. Line 1? 3 

2. Section 1108 (b) : Change “100” to “90.” Line 23, page 3 

3. Section 1105 (a) (1): Insert “insured portion of the” before “unpaid prin- 
cipal amount.” Line 4, page 15 

In substitution for “full” insert “insured portion of the” before “unpaid prin- 
cipal amount.” Line 28, page 15 

4. Section 1105 (a) (2): Insert “insured portion of the” before “unpaid prin- 
cipal amount.” Line 18, page 16 

In substitution for “full” insert “insured portion of the’ before “unpaid prin- 
cipalamount.” Line 14, page 17 
5. Section 1105 (c) (1) \{t the end of the first sentence, add “and of the 
mortgagee, as they may appear.” Line 14, page 18 

In the second sentence, before the words, “and the mortgagee,” insert “or in the 
name of the mortgagee.” Line 15, page 18 

In the fourth sentence insert “insured portion of the” before “unpaid principal 
nmount.” Line 2, page 19 

In the last sentence strike the last five words “such excess to the mortgagor” 
and substitute “to the mortgagee such cash amount, but not in excess of 10 
per centum of the unpaid prinicpal amount of the mortgage and the unpaid 
interest thereon.” Lines 7 and 8, page 19. 

6. Section 1105 (c) (2): At the end of the first sentence add “and of the 
lender, as they may appear”. Line 15, page 19. 

In the second sentence strike the words “the lender or its assignee” and sub- 
stitute “or in the name of the lender, and the lender.” Line 17, page 19. e 

In the third sentence insert “insured portion of the” before “unpaid principal 
amount.” Line 23, page 19. 

Strike the last eight words of this subsection “such excess to the borrower 
or its assignee” and substitute ‘to the lender such cash amount, not in excess 
of 10 per centum of the unpaid principal of the loan and the unpaid interest e 1 
thereon.:” Line 4, page 20. 

Note that the words “or its assignee” in two places in this subsection are 
an error and should be stricken in any event from the May 11, 1954, draft. 

7. Section 1104 (g): There is another possible change which is not neces- 
sary, but which the committee may wish to make in view of the position taken 
by the Securities and Exchange Commission. That is to strike out subsection 
1104 (¢) which provides for exemption from the Securities Act and the Trust 
Indenture Act I hope that this subsection can be retained.: Lines 2 to 13, 
page 14 

8. Section 1106: To meet Frank Nemec’s point about refinancing, I suggest 
the following amendments to section 1106: 
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(A) Strike out “and” at the end of subsection (2) and renumber subsection 
(3) as (4). Lines 16 and 17, page 22. 

(B) Insert (between lines 16 and 17, page 22) a new subsection (3) as fol 
lows: 

(3) Where the Commission has insured a mortgage under the provisions 
of this title, the Commission may insure a new mortgage for the purpose of 
refunding such mortgage; provided, That the prinicpal amount of the new 
amount of the new mortgage shall not exceed the then unpaid principal amount 
of the original mortgage; that the interest rate on the new mortgage shall not 
be higher than the interest rate on the original mortgage; that the maturity 
date of the new mortgage shall not be later than the maturity date of the original 
mortgage; and that the new mortgage shall otherwise conform to the eligibility 
requirements of subsection (a) of section 1104 (46 U. S. C. see. 1274); or” 


Senator Burter. On July 12, 1954, I sent the following letter to 
the Director of the Bureau of the Budget (on that same day I addressed 
similar letters to the Secretary of Commerce, Secretary of the Treas 
ury, and the Comptroller General of the United States) : 


JULY 12, 1954 
Mr. Josepn M. Doper, 
Director, Bureau of the Budget, 
Washington, D.C. 


Dear Mr. Dopce: On March 30, 1954, I introduced 8. 3219, a bill which would 
further amend title XI of the Merchant Marine Act of 1936 so as to facilitate 
private financing of ship construction. You probably know that the bill, as 
introduced, was drafted by a joint group of shipping companies and private- 
lending institutions. 

During and after public hearings held by our subcommittee on April 8 and 
26, it developed that the most controversial aspect of the bill was that it called 
for 100 percent insurance of 75 percent of the estimated cost of construction. 
Another controversial feature was its provision dealing with the interest rate 
which borrowers would pay on insured loans. 

After our hearings and after receiving your report, our subcommittee, work- 
ing very closely at staff level with the House Merchant Marine and Fisheries 
Committee, interested industry groups and various key personnel in the Gov- 
ernment agencies, drafted the enclosed clean bill 

It is understood that members of your staff are already aware of and have 
given consideration to the provisions of this clean bill. I hope that our sub 
committee can report it favorably to the full committee on Wednesday morning 
July 14, 1954. Therefore, I am sending it to you by special messenger this morn- 
ing with the request that you notify me, if possible, by tomorrow afternoon of 
your position on this clean bill. 

My apologies for this rush treatment, but I feel we must act by Wednesday 
if the bill is to have any chance of consideration this session. Furthermore, 
because of the splendid cooperation between members of your staff and our 
subcommittee I hope that this request can be met with a brief note of approval. 
If that is not the case, please do not hesitate to suggest further amendments or 
disapproval. 

Sincerely, 
JOHN MARSHALL BUTLER, 
Chairman, Subcommittee on Water Transportation. 


Senator Burier. The reply of the Director of the Bureau of the 
sudget, dated July 14, 1954, was as follows: 
EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET 
Washington D. C., Julu 14, 1954 
Hon. JOHN MARSHALL BUTLER, 


Chairman, Subcommittee on Water Transportation, Committee on Interstate 
and Foreign Commerce, United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: This will acknowledge your letter of July 12, 1954, 
requesting the views of the Bureau of the Budget on S. 3219, a bill to amend 
certain provisions of title XI of the Merchant Marine Act, 1936, as amended, to 
facilitate private financing of new ship construction, and for other purposes, 
as recently revised by the staff of your committee 
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I should like to express our appreciation for the opportunity of commenting 
on the revised bill and for the fine working relationship which has existed be- 
tween your staff and staff of this Bureau during the period of the subcommit- 
tee’s consideration of S. 321 

You are advised that the Bureau of the Budget favors enactment of 8S. 3219, 
as revised. 

Sincerely yours, 
RowLaANpD HuGues, Director. 


Senator Burier. The replies of the Acting Secretary of the Treas- 
urv (dated July 13, 1954), the secretary of Commerce (dated July 14, 
1954), and the Comptroller General of the United States (dated July 
14,1954) follow: 
TREASURY DEPARTMENT, 
Washington, July 13, 1954. 
Hion. JoHN M, Burier, 
Chairman, Subcommittee on Water Transporation, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C 

Dean Mr. CHAIRMAN: Reference is made to your letter of June 12 requesting 
the views of this Department on a committee print of S. 3219 dated July 8 as 
modified by pencil and typewritten interlineations. 

As you know, the Department had expressed the view with respect to prior 
drafts of the bill (1) that provisions increasing Government insurance from 90 
percent to 100 pereent of mortgages and loans was undesirable, (2) that the 
formula for computing the maximum interest rate on insured mortgages and 
loans should be revised, and (3) that the Secretary of the Treasury should not 
be required to obtain the appropriations necessary to make payments in case of 
default on insured mortgages or loans 

The present draft (1) provides for insurance of 90 percent of the unpaid bal- 
ance of a mortgage or loan; (2) specifies a maximum interest rate of 5 percent, 
or, in certain circumstances, 6 percent: and (3) eliminates the requirement that 
the Secretary of the Treasury obtain appropriations 

While it has not been possible to study thoroughly all of the provisions of the 
new draft by this afternoon as you requested, I am pleased to tell you that the 
Treasury Department would have no objection to the new provisions relating to 
the points mentioned above, 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee, 

Very truly yours, 
M. B. Forsom, 
Acting Secretary of the Treasury. 


THE SECRETARY OF COMMERCE, 
Washington, July 14, 1954. 
Hon. JomuNn MARSHALL BUTLER, 
Chairman, Subcommittee on Water Transportation, 
United States Senate, Washington, D. C. 


DeAR Mr. CHAIRMAN: This is in response to your letter of July 12, 1954, in 
which you request my comments with respect to a committee print, dated July 
8, 1954, of S. 3219, a bill to amend certain provisions of title XI of the Merchant 
Marine Act, 1936, as amended, to facilitate private financing of new ship con- 
struction, and for other purposes. 

You point out two controversial aspects of the original bill, S. 3219, as being 
provision for 100-percent insurance in lieu of the 90 percent now provided by law 
and the interest-rate provision. 

While supporting the objective of the legislation, to encourage private financing 
of merchant ships, Department witnesses testified at hearings on S. 3219 that 
100-percent coverage was necessary to fully accomplish such objective. Since the 
Bureau of the Budget has advised your committee that it believes 100-percent 
coverage to be unsound in principle and would not attain the results intended, 
the Department is of the opinion that the legislation in the form of the committee 
print of S. 3219 containing the 90-percent provision should be enacted at this 
time. We believe that continuance of the existing interest provisions, as pro- 
vided for in the commitee print, will result in attracting private capital to a 
greater extent than those of S. 8219 as introduced. 
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We also have the following technical comments with respect to the bill: 

1. It is suggested that the proviso clause, page 9, line 3, be deleted, and the 
same proviso clause be inserted after the word “cash” in line 11, page 34. Since 
subsection (b) of section 1105, found on page 34, relates to the payment of insur- 
ance by the Secretary, it is believed that the amendment which limits the amount 
of payment by the Secretary belongs more logically in that section. 

2. In connection with the preceding suggestion, it is believed that the language 
on page 54, beginning in line 11 with the words “to the extent” down through 
the period on line 15, should be stricken. This would conform to the deletion 
of the language on page 20, lines 19 through 24. 

5. On page 9, lines 21 and 22, it is suggested that the language be changed to 
read as follows: “the interest on, and 90 per centum of the unpaid balance of 
the principal amount of any mortgage,” if it is intended that the entire amount 
of interest due and payable under the mortgage be insured. A similar change 
should be made on page 20, line 5. 

4. On page 19, line 24, the word “shall” should be changed to “is authorized 
to.” This would conform to other language in the same subsection. A similar 
change should be made on page 20, line 8. 

5. Line 18 on page 20 should read “‘to the payment of the interest on, and 90 
per centum of the unpaid balance of the principal amount of.” This would con- 
form subsection (d) of section 1103 to other provisions of the bill. 

6. On page 22, line 2, the parenthetical clause “but with respect to which no 
construction-differential subsidy is granted” should be deleted. Section 509 of 
the Merchant Marine Act, 1936, as amended, clearly provides that no construc- 
tion-differential subsidy may be granted on vessels eligible for mortgage aid under 
that section, and the parenthethical clause is unnecessary. 

7. On page 31, lines 18 through 21, it is noted that obligations secured by the 
mortgage need be assigned to the Secretary of Commerce when he makes pay- 
ment under insurance only if the mortgagee is the holders of such obligations. It 
is believed that such obligations should be assigned to the Secretary, regardless 
of who actually holds them, when payment is made under insurance. In this 
connection, it should be noted that subsection (c) of section 1103 (page 20) pro- 
vides that the insurance contract is for the benefit of the holder of such obliga- 
tions. If such insurance is paid for the benefit of the holder of the obligations, 
it would appear that such obligations should be surrendered to the Secretary 
upon payment by him of the proceeds of the insurance. These comments are 
also applicable to the language appearing on page 33, lines 7 through 11. 

8. On page 32, line 2, the word “business” should be deleted in accord with 
the change made on page 33, line 15. 

9. On page 37, lines 9 and 22, the phrase “not to extend beyond the maturity 
date of the original mortgage” should be deleted, and the following language 
inserted in lieu thereof, ‘‘which may be for a period not to exceed the remaining 
useful life of such vessel as determined by the Secretary.” ‘The reconstruc- 
tion or reconditioning of a vessel could extend its useful life, and the Secretary 
should be authorized to insure a mortgage having a period commensurate with 
the useful life of the vessel. 

We appreciate the opportunity to comment on the committee print.’ If we can 
be of further assistance, please do not hesitate to call on us. 

The Bureau of the Budget has advised that it has no objection to the submis- 
sion of this letter to you. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


DEPARTMENT OF JUSTICE, 
Washington, D. C., June 14, 1954. 
Hon. JoHn W. BRICKER, 
Chairman, Committee on Interstate and Foreign Commerce 
United States Senate, Washington, D.C. 

Dear SENATOR: This is in response to your request for the views of the Depart- 
ment of Justice relative to the bill (S. 3219) to amend certain provisions of title 
XI of the Merchant Marine Act, 1936, as amended, to facilitate private financing 
of new ship construction, and for other purposes. 

The bill would make a number of changes in the Marchant Marine Act, 1936 
(46 U. S. C. 1271, et seq.). Among other provisions, it would provide that the 
Secretary of Commerce may insure against loss 100 percent of the mortgage or 
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the unpaid balance of the principal of loans and advances of credit made to 
finance the construction, reconstruction, or reconditioning of vessels coming 
within the scope of the statute. The present act limits the insurance which may 
ssue against such losses to 90 percent. The bill would also amend the act by 
nereasing from $100 million to $1 billion the aggregate unpaid principal amount 

the mortgages and loans which may be insured and outstanding at any one 
time 
Whether the bill should be enacted involves a question of policy concerning 
which this Department prefers to make no recommendation. 

The Bureau of the Budget has advised that there is no objection to the sub 
mission of this report 

Sincerely, 
WILLIAM P. ROGERS, 
Deputy Attorney General 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, July 14, 1954. 
Hon. JouUN MARSHALL BUTLER, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Deak Mr. CuarnkMAN: I have your letter of July 12, 1954, enclosing a copy of 
a committee print dated July 8, 1954, of a revised version of 8. 3219, a bill which 
would further amend title XI of the Merchant Marine Act of 1936, so as to facili- 
tate the private financing of ship construction. In accordance with your request, 
this new bill has been reviewed in this Office and it has been noted that an effort 
has been made to change the bill in several respects in order to overcome the 
weaknesses pointed out in testimony before your subcommittee by Mr. Casey of 
this Office. 

I might say at the outset that the cooperation between your subcommittee and 
its staff and this Office in connection with this and other legislation during the 
current session of the Congress has been extremely gratifying. For the purpose 
of this report, comment will be confined to those portions of the new bill where 
either no change has been made in a provision still regarded as open for improve- 
ment or where a change would seem to call for an expression of our understand- 
ing as to the meaning of the provision as it now reads. 

1. As originally drawn, section 1104 (a) (2) would have authorized the Secre- 
tary of Commerce to “estimate” the-construction cost of the vessel prior to the 
execution of the mortgage, which estimate was to be conclusive for the purpose of 
determining the principal amount of the mortgage. The language has been 
revised to substitute “actual cost” for the estimated cost. However, since a 
determination, by the terms of the bill, would be made prior to the execution of 
the mortgage, it is rather apparent that this change alone would not overcome the 
objections we previously voiced. However, it is further noted that in the defini- 
tion of the term “actual cost” as contained in section 1101 (f), there is a proviso 
to the effect that in no event shall the Government pay as insurance an amount 
in excess of 75 percent (or 87% percent) of the amount paid by or for the account 
of the mortgagor or borrower. It is believed that there is a mistake here in that 
it should limit the payment to 90 percent of 75 percent or 90 percent of 87% 
percent. So changed, this provision would seem to be an adequate safeguard 
against the evils possible under the original language. It is assumed that in the 
event of a default and a call upon the Government under the insurance commit- 
ment, there will be a new look by the Secretary of Commerce at the books and 
records of the mortgagor or borrower to determine precisely what has been ex- 
pended by him or on his account for the vessel. And it will be these out-of- 
pocket expenditures which will determine the amount payable by the Government 
rather than the initial determination of actual cost by the Secretary of Commerce. 

2. Also, in section 1104 (a) (2) (top of p. 22 of the committee print) there has 
been inserted in handwriting parenthetical language reading “But with respect 
to which no construction differential subsidy is granted.” This insertion anpar- 
ently was deemed necessary to make clear that in speaking of a vessel being 
“eligible” for mortgage aid under section 509 it was contemplated not only that 
3,500 gross tons and be capable of sustained speed 
at the rate of 14 knots but that it would be a vessel with respect to which no con- 
struction differential subsidy was being allowed Of course, it could be said that 
this parenthetical insertion is superfluous if it be considered that a vessel would 


the vessel would be in excess of 


be ineligible for mortgage aid under section 509 if. in fact. a construction differen- 
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tial subsidy was allowed. It may be, therefore, that the committee will deem 
unnecessary to include this language. 


6. Section 1104 (e) still leaves it permissive with the Secretary of Commerce 
to charge and collect for the administrative expense of applications for insurance 
This Office still believes that the word “shall” should be substituted for the words 
“is authorized” in the first line of that section (p. 30 of the committee print) 

#. Section 1105 (a) (1) has been changed in such a way as to overcome the 
objections we previously indicated. If our understanding of the change is correct 
we pointed out that while under the original bill the mortgagor had 30 days t 
remove or remedy a default, the bill seemed to authorize a demand by the mort 
gagee immediately after the date of the default and to insist upon being paic 
the amount of insurance by the Government even where the mortgagor migh 
come within the 30-day period of grace and remove or remnedy the default. We 
assume that by inserting on line 8 of page 31 of the committee print after the 
word “defaults” the words “and failure on the part of the mortgagor to remove 
and remedy the default within 30 days,” the result is that under the revised 
bill a mortgagor shall have no right to demand payment of the insurance by the 
Government until after the expiration of the 30-day grace period. If this unde 
standing is correct, we have no further objection to this section of the bill 

5. It is noted that pursuant to a suggestion originally made by this Office the 
word “business” on line 15, page 533 of the committee print has been crossed out 
It is suggested that the same word “business” on line 2 of page 32 of the com 
mittee print should likewise be eliminated. This is undoubtedly an oversight 

6. The last sentence of section 1105 (¢) (1) authorizes the Secretary of Con 
merce in the event he determines that the interests of the United States do not 
require foreclosure of the mortgage to make such agreement with the mortgagor 
as in the opinion of the Secretary of Commerce will result in remedying the 
defaults. As Mr. Casey pointed out in the hearings before your subcommittee 
we believe that, literally construed, an excessive amount of authority is being 
granted to the Secretary of Commerce with respect to the kind of agreement he 
can make in these circumstances. He could, for example, reduce the interest rate 
to practically nothing, waive principal and interest increments which might be 
delinquent, or similarly waive vested interests of the United States in amounts 
due it. It is assumed, however, that no such broad authority is intended by the 
language. It is further assumed that the kind of agreement the Secretary would 
make would be one within the framework of the act. We assume, of course, such 
an agreement might include a revision in the amortization schedule of delinquent 
payments or even a reduction of the interest rate to eliminate the amount of the 
insurance premium. 

7. In this same section 1105 (c) (1), there has been stricken from the committee 
print language which has appeared in previous versions of the bill (see for ex 
ample, p. 18 of the Industry Draft, May 11, 1954). This language would authorize 
the Secretary of Commerce to accept a conveyance of title to and possession of the 
vessel from the mortgagor and would limit the amount for which the Secretary 
of Commerce could purchase the vessel at a foreclosure sale to the insured portior 
of the unpaid principal amount of the mortgage and unpaid interest. It is the 
view of this Office that this language should not have been eliminated and is : 
necessary part of the bill. It would seem, however, that some change should be 
made in the first full sentence at the top of page 19 of the Industry Draft of May 
11, 1954. It is suggested that this sentence be amended to read as follows: “In 
the event the Secretary of Commerce shall receive through the sale of the vessel 
an amount of cash in excess of any payment made to the mortgagor under sub 
section (a) (1) of this section and the expenses of collection of such amonnt, he 
shall pay to the mortgagor such cash amount to the extent that the mortgages 
has not been made whole through other sources for amounts advanced to the 
mortgagor. But in no event shall such payments to the mortgagee exceed 10 per 
centum of the unpaid principal amount of the mortgage and the interest thereor 
and any excess of the amounts thus payable to the Government and the mortgagee 
shall be paid to the mortgagor.” 

8. The same deficiency pointed out in No. 7 above with respect to section 1105 
(c) (1) applies equally to section 1105 (¢) (2) which deals with the loan agree 
ment as distinguished from the mortgage It is suggested that similar change 
be made, therefore, in this section 

Tf von have any further questions concerning the comments and suggestion 
outlined above, Mr. Casey of this Office will be pleased to confer with you 
Sincerely, 






FRANK H. WEITZELL, 
{cting ¢ omptrolle) General of the United State 
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THE AMERICAN LEGION, 
NATIONAL LEGISLATIVE COMMISSION, 


Washington 6, D. C., May 7, 1954. 


Hon. JouNn W. Bricker, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
The Capitol, Washington 25, D. C. 

DEAR SENATOR BrRiCKER: Referring to 8S. 3219, same being a bill to amend 
certain provisions of title XI of the Merchant Marine Act, 1936, as amended, to 
facilitate private financing of new ship construction, and for other purposes, I 
enclose statement of Henry C. Parke, chairman of the merchant marine com- 
mittee of the American Legion, which, if consistent, 1 would appreciate your in- 
corporating in the record of your hearings on said bill. 

Thanking you for any consideration you can extend to this request, and with 
kind personal regards, I am 

Sincerely yours, 
Mites D. KENNEpy, Director. 


STATEMENT OF HeNry C. PARKE, CHAIRMAN, MERCHANT MARINE COMMITTEE, 
THE AMERICAN LEGION 


Mr. Chairman and gentlemen of the committee, I appreciate this opportunity 
which has been granted me to state a few of the many reasons why the American 
Legion has for over 30 years repeatedly directed to the attention of Congress the 
necessity for maintaining a modern, efficient merchant fleet, and an effective and 
progressive shipbuilding industry. Such a program is an economic adjunct to the 
peacetime economy of the United States and indispensable to our national se- 
curity. 

The American Legion’s interest in the merchant marine began with our organi- 
zation’s origin immediately following World War I. During World War I, it 
was necessary to place heavy reliance on foreign-flag vessels, vessels which were 
carrying 90 percent of our foreign trade in 1914. A hurried shipbuilding pro- 
gram, costing nearly $3 billion, was embarked upon too late for war service. The 
World War II shipbuilding program cost $19 billion. Our preparedness on the 
seas before World War I and between the wars, as a result of public apathy, is 
largely responsible for these huge outlays. 

Alarmed at the public apathy, the high cost of hurried shipbuilding and the 
danger to our Nation’s security, the American Legion went on record at its 1922 
national convention at New Orleans, La., recommending that all practical steps 
be taken to build up the American merchant marine to a size commensurate with 
the size of the Navy and proportionate to the size and wealth of our Nation. 
They further expressed a desire to see at least 50 percent of the trade of this 
country carried in American ships. 

As evidence of the American Legion’s continuing concern for the welfare of 
the American merchant marine as vital to our Nation’s security, I submit for 
the record the following resolution, adopted at our 1953 annual national conven- 
tion: 

“Whereas the American people do not realize that the United States is a mari- 
time Nation whose economy and very survival depends upon seapower ; and 

“Whereas seapower is the ability to command the seas with the combination 
of a powerful Navy and a merchant marine capable of carrying on our trade 
and commerce throughout the world and of providing raw materials without 
which our peacetime economy cannot exist ; and 

“Whereas the United States is no longer a self-sufficient Nation but depends 
on imports of more than 50 strategic raw materials such as iron ore, manganese, 
petroleum, tin, sisal for both our peacetime needs and defense programs and 
since these would not be available to us in either peace or war without American- 
tlag merchant ships to transport same; and 

“Whereas the American Legion has long recognized that American merchant 
shipping is essential to the security and prosperity of the United States; and 

“Whereas our existing merchant fleet is inadequate because it is composed of 
many vessels too old and slow to meet the demands of peacetime commerce and 
requirements of modern war as military auxiliaries : Now, therefore, be it 

“Resolved, That the American Legion reaffirms its 35-year support of a strong, 
effective and modern American merchant marine, privately owned and operated ; 
ind urges the Congress of the United States to enact, and the Government to 
1dminister, such policies as will: 
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“1. Encourage and assist private enterprise to build and operate a merchant 
fleet of fast, modern, safe ships to guarantee the essential ocean services of our 
peacetime trade, and to be immediately available to serve our national security 
requirements. 

‘2. Base ship operating and building aid on equality of opportunity, and pro 
vide incentives for private enterprise not only to equal but to exceed and excel 
foreign competition. 

“3. Require that Government-financed cargoes and civilian passengers, whose 
transportation is paid for by Government, make maximum use of private United 
States steamship facilities, and that not less than 50 percent of United States 
foreign-air cargoes be transported on private United States-flag vessels. 

‘4. Assure that supplies purchased abroad by and for the Government of the 
United States should be transported on private United States-flag vessels. 

“5. Correct and remove discriminatory practices of foreign nations against 
American shipping. 

“6. Encourage and assist domestic American shipping to reestablish itself as a 
vital part of our transportation system and our national security 

“7. Prevent restrictive provisions in appropriation bills which limit the develop 
ment of a strong fleet; require that maritime legislation be considered by the 
appropriate committees of the Congress. 

“8. Encourage and aid the United States Merchant Marine Academy and the 
Maine, Massachusetts, California, and New York Maritime Colleges by standard 
izing allowances at $65 per month per cadet. Establish policies that will attract 
the highest type of young men to these facilities. 

“9. Assure that action be taken on the Navy’s recommendation for specialized 
merchant-vessel types including heavy-lift ships adapted to the loading of tanks, 
locomotives, ete. 

“10. Assure that Government encourage and assist a program to increase the 
private financing of ship construction. 

“11. Guarantee that immediate action be taken to remedy the existing defi- 
ciency in defense tanker capacity.” 

The American Legion is primarily interested in the ability of our merchant 
marine to capably perform its assigned mission in the event of armed conflict 
Two world wars should have taught this Nation, its legislators, and its people an 
object lesson; that we must Maintain our merchant marine in peace so that 
it will be available to transport men and materials in the event of war. 

It is disheartening to realize the degree to which our reliance upon our reserve 
fleet and our present active merchant marine has grown. Disheartening because 
it is all to clear that unless positive steps are taken to encourage and assist 
the maritime industry to build new ships with greater capacity and speed we 
will, to our sorrow, observe block obsolescence occurring in our merchant fleet 
within the next decade. 

That too heavy a reliance is being placed in the reserve fleet is shown by 
world shipbuilding statistics which reports the United States running a poor 
sixth in the construction of ships of 1,000 gross tons or more. As of January 
1, 1954, the United States stood seventh in the number of vessels under con 
struction and sixth in gross tonnage. Those nations which lead the United 
States in construction are, in many instances, recipients of our assistance pro 
grams. 

As the merchant marine of other nations have been rebuilt and recovered 
from World War II the percentage of cargo carried by American merchant 
ships has steadily diminished. This is due in no small way to the fact that 
the foreign merchant marines are heavily subsidized and given preferential treat 
ment by their governments. The wages and conditions under which the mer 
chant seamen of other lands ship out are much lower than our own. By com 
parison, the wages and living conditions of American seamen are the highest 
in the world which adds to the cost of operation, while at the same time our 
ships are not receiving the same degree of preferential treatment from our Gov 
ernment and private business as might reasonably be expected 

Since the early 1800's when we carried 92 percent of our own foreign com 
merce, the percentage of export trade carried in American vessels has progres 
sively shrunk until in August 1953 American ships were carrying only 22.9 per 
cent of our Nation’s total dry-cargo export trade 

The decline of new ship construction in this Nation has, in effect, virtually 
destroyed our shipbuilding industry. During World War II, private shipyards 
in the United States employed approximately 1,010,000 workers. As of the end 
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f February 1954, the relatively few yards remaining active at all had only 
$4,300 employees—less than 9 percent of the wartime total 
if the trend of reduced ship construction without a sound system for the 
replacement of obsolete ships in both our active and reserve fleet is not reversed, 
ind the reduction in the percentage of exports shipped in American bottoms con 
tinues, our Nation will again be repeating the mistakes committed prior to World 
Wars I and II and could conceivably make the United States, as the leader of 
free world, logistically impotent should world war III be suddenly thrust 


Che two world wars should leave little doubt in our minds of the absolute 


ot itv of a ready merchant fleet The historic sea battles fought between 
nemy ibmarines and our merchant vessels when the fate of fighting forces of 
ur Nation and those of our allies hung in the balance proved the indispensible 
eed for a fast, modern, and available merchant marine 

\s vi stated earlier, the Legion’s primary interest in the American merchant 
irine is in the interest of our Nation’s security Without a readily accessible 


erchal fleet we cannot, in the event of war, expect to successfully carry a con 
lict to the shores of an enemy. Truly, the time to prepare for war is in time 


the trend of government and business to rely on foreign vessels for 
eacetime commerce and the high cost of constructing and operating American 
hips, the Federal Government should devise and offer a continuing program of 
financial assistance to shipbuilders and operators if their vital services are to 
e available during emergencies 

We further urge that a greater percentage of our foreign aid program, both 
military and economic, be shipped in American vessels as the means of maintain- 
gas large and active merchant marine as possible 

\s a means of stimulating private financing of new ship construction, we 

pectively urge that this committee give favorable consideration to Senate 
NIL S219. 


Senator Burter. On July 14, 1954, the record was closed. 








